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THE CURRENT STATE OF RETIREMENT
SECURITY IN THE UNITED STATES

WEDNESDAY, APRIL 5, 2017

U.S. SENATE, SUBCOMMITTEE ON EcoNOMIC PoLICY,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Subcommittee met at 3:08 p.m., in room SD-538, Dirksen
Senate Office Building, Hon. Tom Cotton, Chairman of the Sub-
committee, presiding.

OPENING STATEMENT OF CHAIRMAN TOM COTTON

Chairman COTTON. The hearing will come to order.

I want to welcome you all to today’s hearing. As you know, this
is the first hearing of the Subcommittee on Economic Policy in the
115th Congress. I look forward to working with our Ranking Mem-
ber, Senator Heitkamp, and all of our Members as we use this
Committee to highlight the needs of working families and what
Congress can do to help them.

In my own State, more than half of Arkansans are living pay-
check to paycheck. But perhaps it might be more accurate to say
many are living on the edge. About one in five do not have enough
savings to pay for a routine visit from an electrician, which would
cost only $100.

It is even worse for more significant expenses. The vast majority,
about three in four, could not afford 6 months of unemployment.
The numbers look similar in other States. In other words, most
Americans are making just enough to get by and nowhere near
enough to get ahead.

It is precisely because of this that a growing number of Ameri-
cans are looking increasingly vulnerable as they reach their retire-
ment years, which is the subject of our hearing today.

It is hard to overstate just how alarming the situation is. Three
basic items—housing, transportation, and food—make up 63 per-
cent of the average household budget, and these things are getting
more expensive, not less. They are eating up more of the family
budget, even more than they did 20 years ago. It does not take an
economist to figure out that if you are spending more money just
to keep the lights on, you have got less to set aside for retirement.
And that is exactly what we see today.

The number that sums it all up for me is this one: The typical
American aged 55 to 62 has only about $14,500 in savings. That
is it. And this is at a time when Social Security is sinking further
and further into the red.
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But it is even worse than that. At the very moment that people
are seeing their expenses go up, they are also seeing their retire-
ment plan options go down. In 1979, at least a third of our workers
had defined benefit plans. Today it is only 14 percent.

You might say to move from defined benefit to defined contribu-
tion plans was inevitable. Overseas competition has increased, and
companies were feeling the pressure to become more efficient. And
that is fair.

But today fewer workers have access to any retirement plans at
all, defined benefit or 401(k). And then, even if you do have a
401(k), you still may not be saving enough to retire in comfort and
security.

These are the facts. They call out for a rethinking of how to
achieve retirement security in America. We have to rethink how
Americans can save and plan for retirement if we hope to maintain
the kind of lifestyle to which so many Americans have grown accus-
tomed over the years.

Luckily, we have two distinguished witnesses to help us think
through how to tackle this problem. Our goal today is not to solve
the problem, but to answer a few basic questions. How many Amer-
icans are prepared for retirement? What is holding them back? And
what can Congress do to make it easier for working families to
save?

First, we will hear from former Senator Kent Conrad, of North
Dakota, now a Senior Fellow at the Bipartisan Policy Center,
where he co-chaired a Commission on Retirement Security and Per-
sonal savings. Senator Conrad has done excellent data-driven work
on the state of retirement security in the United States, and we are
fortunate to have him here.

Next we will hear from my good friend, Walter Russell Mead,
Distinguished Scholar in American Strategy, the Hudson Institute,
Chace Professor of Foreign Affairs and Humanities at Bard Col-
lege, and Editor-at-Large of the American Interest. Professor Mead
has been studying the change in the American workforce over time
and its ramifications for many years. Professor Mead has testified
many times about foreign policy before Congress, and we are happy
to welcome him to the Banking Committee now to discuss economic
policy.

I want to thank you both for taking the time to join us today.
I look forward to hearing your testimony, but first, Senator
Heitkamp.

STATEMENT OF SENATOR HEIDI HEITKAMP

Senator HEITKAMP. Thank you, Chairman Cotton, and thank you
for being such a great partner in putting together this hearing on
such a critical and important topic. Our hearing today is our first
Banking Subcommittee hearing this Congress, and I am very
pleased that we are starting off exploring the issue of retirement
security.

You know, I wake up every morning thinking about the men and
women in rural America, especially in North Dakota, who play
hard, play by the rules, and try to earn an honest living and save
for retirement—in fact, their golden years. The working class is the
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backbone of our country, and they should not have to fear about
their retirement future.

Unfortunately, the trends we are seeing suggest that retirement
security is far more uncertain today than it was even 20 years ago.
Only 22 percent of workers are very confident that they will have
enough money in retirement, according to the Employee Benefit
Research Institute, and 64 percent say they know they are behind
in where they should be in their savings.

In fact, somewhere between 60 and 70 percent of all working
Americans have access to a workplace retirement account or a
401(k). That leaves about 30 million full-time workers without ac-
cess to a workplace-sponsored plan. And among those who do have
access to a 401(k), a recent Census Bureau study determined that
up to two-thirds—let us repeat that again: Of those that do have
access, up to two-thirds do not put away nearly enough to cover the
cost of retirement. This should not come as a surprise given the
fact that about half of all adults in our country would be unable
to come up with $400 to pay for an emergency expense. They would
have to borrow that money or sell a possession.

In my home State of North Dakota, about 41 percent of all pri-
vate sector employees—that is roughly 112,000 workers—work for
an employer who does not offer a retirement plan. These are the
truck drivers, the sales clerks, and the farm workers that are work-
ing very hard to make ends meet, put their kids through college,
cover healthcare costs, and provide a better life for their children,
thinking they will just put off that decision of their retirement
security until tomorrow.

We owe it to these men and women to strengthen our retirement
system. There is certainly no silver bullet, but we need to think
creatively to educate workers and expand access to retirement ve-
hicles so more workers can afford to save and take advantage of
the substantial benefits a sponsored retirement plan can offer.

We also need to protect the men and women who still have ac-
cess to a defined benefit plan or a pension as we transition to this
new model. This means standing up against cuts to private pension
plans, like Central States Pension Fund, whose members would
economically be devastated if they lose access to the pension bene-
fits that they bargained for and that they earned.

As we dive into these issues, I look forward to hearing the testi-
mony of today’s brilliant witnesses—I said that just as a moment
of suck-up, “brilliant witnesses”—Senator Kent Conrad, my mentor
and great friend, who has spent a lifetime working to help the men
and women of this country, and particularly the men and women
of North Dakota, achieve economic success. And I am interested to
explore some of the proposals he has put together as part of his
work as co-chair of the Commission on Retirement Security and
Personal Savings.

I am also very eager and grateful for Mr. Mead’s testimony and
Mr. Mead’s appearance. He has me doing some rethinking of fun-
damental ideas that I have had about what we need to do with
pensions. There is no doubt that the new economy where work is
taking place in a series of one-off gigs presents challenges in the
retirement space. And we have to develop a model that is realistic
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for today’s economic model, especially at a time when we are really
uncertain about what the future of work will look like.

So I want to thank both of you for, number one, your enormous
work that you have done in the past for our country, in the case
of both of you, and the thinking that you have done about the fu-
ture of the people of the United States of America and how we can
improve the economic outlook for them.

And so, Mr. Chairman, with that, I look forward to the testi-
mony.

Chairman COTTON. Thank you, Senator Heitkamp.

Both of our witnesses’ written statements will be entered into the
record, as will a written statement from the American Council on
Life Insurers.

We will start with Senator Conrad. Senator Conrad, welcome
back. I am sure you are thrilled to be back.

[Laughter.]

Senator HEITKAMP. I keep trying to get him to trade places with
me. He is not buying it.

STATEMENT OF KENT CONRAD, FORMER SENATOR FROM THE
STATE OF NORTH DAKOTA, AND CO-CHAIR, BIPARTISAN
POLICY CENTER’S COMMISSION ON RETIREMENT SECURITY
AND PERSONAL SAVINGS

Mr. CONRAD. Well, thank you, Chairman Cotton, Ranking Mem-
ber Heitkamp, Senator Kennedy. Good to see you as well, sir.

Senator KENNEDY. Good to see you, too.

Mr. CONRAD. Chairman Cotton, if you will permit me just a mo-
ment of personal reflection, Senator Heitkamp succeeded me as tax
commissioner when I came to the United States Senate. She suc-
ceeded me in the U.S. Senate when I went into retirement. And I
am so delighted to see her on that side of the dais.

And, Senator Cotton, my daughter I think went to college with
you and tells me that you are very smart. And I have a very smart
daughter, so when she says that, I listen.

So thank you very much for this opportunity to talk about retire-
ment security. For the last 2 years, as the Chairman mentioned,
I have been running a commission, along with Jim Lockhart, now
the co-chair of Wilbur Ross, who helped run Social Security during
the Bush administration. We were the co-chairs of this Commission
on Retirement Security. And the numbers that both of you used are
exactly what we found. I brought this slide. This is from a Gallup
poll of last year, and they asked the American people what were
their biggest financial worries. And number one, was not having
enough money for retirement. Fully 64 percent of the American
people said they were worried about not having enough money for
retirement. The Urban Institute reported to our commission that
the median retirement assets of the age group 62 to 69 is $30,000.
We have got a problem.

Senator Heitkamp, you talked about the Federal Reserve study
that showed 46 percent of the American people would have a hard
time coming up with $400 for an emergency car repair. So we have
got issues, and one of the biggest is access to retirement plans at
work. Both of you mentioned this in your opening statements, and
this slide shows the gap between access and participation. Access
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and participation. As you can see, about half the country is partici-
pating in a retirement plan at work, but fully half the country is
not. Thirty-four percent do not have access, 17 percent have access
but do not contribute. So to me there is a big opportunity here, and
our commission really fastened on this opportunity.

Just a word about the commission. Nineteen members, as I indi-
cated, co-chaired by Jim Lockhart, diverse backgrounds, former
Governors, Senators, Congressmen, Republicans, and Democrats.
We had thought leaders, business leaders. We had both public
trustees of Social Security, both the Republican and the Democrat.
So this was a very diverse commission.

At the end we had 18 of the 19 agree to the recommendations
of the commission, so after 2 years of discussion and study, we
were able to achieve agreement.

And we had the Chief Actuary of Social Security say if our rec-
ommendations were adopted, Social Security would be solvent for
75 years and beyond.

The top-line results of our work were this: that if our commission
recommendations were adopted, we would improve retirement sav-
ings by 50 percent for middle-class Americans once all policies are
phased in; and that implementing those recommendations would
also reduce old-age poverty by one-third from today’s levels by
2035. I think those are significant accomplishments.

We started with this whole question of retirement plans at work,
and we advocated creating a new vehicle, something we called “Re-
tirement Security Plans.” When we talked to small business, they
told us, “Look, we would like to offer plans, but it is too expensive.
There is too much administrative burden.” I come from a small-
business family, as Senator Heitkamp knows well, and I found that
to be absolutely true. The administrative burden for small busi-
nesses, the cost, the liability, just prevents them from doing some-
thing many of them would like to do.

So we said let us cut away all the chaff. Let us make it easy for
companies with up to 500 employees to offer Retirement Security
Plans by having third parties administer them and take on the fi-
nancial responsibility. The only thing the employer is asked to do
is make payroll deductions and transfers. That is the only thing
they have to do.

We suggest, after that has been in place for several years, that
then we would recommend establishing a national minimum cov-
erage standard for all businesses with 50 or more workers.

Now, this is controversial, and we understood it is controversial,
asking businesses to take this on. But the finding of the commis-
sion—and, again, this is on a totally bipartisan basis—was if we
are going to simplify it to the point all they have got to do, all the
employer has to do is make a payroll deduction and transfer, it is
not unreasonable then to ask businesses with 50 or more employ-
ees to offer some kind of plan. They can choose which kind of plan.
They can choose these retirement plans that we have constructed,
or they can offer something else.

We also allowed employers to automatically enroll employees into
multiple savings accounts so they could save for retirement and
also have a rainy-day fund, because one of the things we found is—
kind of surprising to me, frankly, but we found that people are
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saying to us, “Look, yeah, I have got a retirement fund, but I have
got to go to that because I do not have any other savings account
because it is not offered.” And you go to the employer and ask why
it is not offered, and there are all kinds of legal problems con-
structing multiple accounts. We take away the legal chaff that pre-
vents employers from offering multiple accounts.

We also incentivized retirement savings for young workers. I will
just touch on the Saver’s Match, a refundable credit of up to $500
per individual or $1,000 for a couple, to encourage younger work-
ers, those 18 to 35, with lower wages to start savings. The income
limit for an individual is $30,000, for a couple it is $60,000. But
if they put away $1, it is matched up to $500, age 18 to 35, with
up to $30,000 of income for an individual, $60,000 for a couple.

We also facilitated the establishment of a Retirement Security
Clearinghouse to improve portability. Many individuals, when they
go from job to job—and we are in an economy where people go from
job to job—they leave accounts behind. In fact, the Government Ac-
countability Office reported that over the course of a decade, 25
million Americans changed jobs and left at least one account be-
hind.

Now, for those of you who serve in this body, I can attest to the
fact that when I left here, I had multiple accounts, and, you know,
it is hard to put them together. And managing dribs and drabs
here and there is a challenge. So it makes a lot of sense to create
these clearinghouse functions to allow people to wunite their
accounts.

We also encourage plan sponsors in general to integrate easy-to-
use, sophisticated, lifetime income features. One of the things, if
you talk to financial advisers, they will tell you is a lot of people
do a pretty good job in the accumulation phase, but they are really
flummoxed when it comes to converting those financial assets into
income. In fact, I was just with a financial adviser in Florida who
told me he just had a multi-millionaire come to him and say, “You
know, I was great at accumulating money. I have no idea how to
turn it into lifetime income.” And this is somebody from one of the
most prestigious financial firms in America. If anybody does not
think this is a problem for people, the testimony before our com-
mission indicated it really does create an issue for people.

We also encouraged plan sponsors to do this through automatic
purchases of annuities over time, so-called laddering, because as
you know, the value of annuities is so dependent on interest rates,
and you do not want to get locked in when interest rates are low.
So we think to provide an ability to ladder these investments to
make them over time so you are not taking on too much interest
risk at any one time makes a great deal of sense.

Finally, we think it would be wise to accurately reflect retire-
ment tax policy changes in the budget process. As a former Budget
Committee Chairman, I know how these things look from a scoring
perspective. Most of the costs of tax-deferred accounts occur within
the 10-year budget window. The costs of Roth accounts occur out-
side the 10-year window. So there is a tremendous incentive for
policymakers to take advantage of that budget window in terms of
their tax policy. I would just alert colleagues that could lead us
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down a road that we already have serious problems with, and that
is the budget outlook for the United States.

Let me just close there and say it is an honor to be joined by a
professor and a scholar and an author of the repute of Mr. Mead.
Thank you.

Chairman COTTON. Thank you.

Professor Mead.

STATEMENT OF WALTER RUSSELL MEAD, DISTINGUISHED
SCHOLAR IN AMERICAN STRATEGY, HUDSON INSTITUTE,
AND CHACE PROFESSOR OF FOREIGN AFFAIRS, BARD
COLLEGE

Mr. MEeaD. Well, Chairman Cotton and Ranking Member
Heitkamp, thank you so much for inviting me here today. It really
is an honor to be asked to appear at this Subcommittee and a privi-
lege to sit next to Senator Conrad, who is one of the leading lights
in this whole field in the country and whose commission I think
has done ground-breaking work that we can all learn from. So
thank you.

I would also just like to commend the Members of the Sub-
committee for setting an example. This is the kind of issue the
American people need for their Congress to be working on, and this
spirit of bipartisan amity and pragmatism that you are bringing to
this process is an example of the way America can solve its prob-
lems. Both of you are people who have roots, deep roots in the lives
of ordinary America. You do not come from fancy backgrounds. And
unlike some people who come from Middle America and then go on
to the fancy lifestyles, you have maintained your commitment to
the issues that matter to ordinary people. So this is a good place,
and you are doing good work, and I just want to thank you both
for that.

When I look at retirement and the real crisis that we are in, I
inevitably see this—maybe it is because I am a historian and try
to think in these terms—in the context of sweeping changes that
are not just affecting retirement but are affecting every other part
of our society. And we are now in the middle of, perhaps in the
early stages of a transformation of human life that is as profound
and as far-reaching as the Industrial Revolution was. And if you
think about how the Industrial Revolution in 100 years changed
the nature of the family, of the state, of religion, of the economy,
of the way people earned a living, of the ideas that people used to
understand the world, it really was a revolution.

We are in the middle of one now, and more to the point, we are
in the most difficult part of that transition where the old system
no longer works as well as it used to, but we have not quite figured
out where the new system is going or how it will work. And many
of the Americans, I think, today who are coming up to retirement
without a clear path forward are people who have been caught in
this transformation. That is, if you went back to the 1950s and
1960s, most people then thought that defined benefit pensions were
going to become a universal feature in the workforce. And, in fact,
starting in the 1970s, for a whole variety of reasons, the change
went the other direction, and defined benefit pensions began to dis-
appear. And many of the companies that had made these
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commitments went out of business, which created another set of
problems.

We then tried to improvise to some degree with programs like
the 401(k), IRAs, ways of trying to substitute for this system. But,
clearly, as we look at some of the statistics on lack of availability
and lack of participation that Senator Conrad has drawn our atten-
tion to, the new improvised system was not adequate. And we now
have a couple of generations of people who have been going
through life without the kind of solid pension and retirement set
of policies and institutions that people really need in a society as
complicated as ours. So I think we have the challenge of helping
these bridge generations manage the reality that they are ap-
proaching retirement with very, very small retirement savings.

And at the same time, if we talk to Millennials and younger peo-
ple, there is a sense that the institutions we do have do not work
very well for them. If you have a part-time job and you work for
Uber some of the time and you rent out an extra room in your
apartment on Airbnb, you sort of do all of these things, none of
that is really connected to a retirement or savings program.

Our system is focused on the employer as the nexus, because in
former times these large, stable corporate employers were the
places where Government could intervene. They in a sense col-
lected taxes for the sake of the Government, and they administered
benefits and other programs on behalf of the Government.

Some companies are still able to do that, and still do it very well,
but in more and more cases, particularly younger workers simply
do not fall under the umbrella of this kind of system.

So, without wanting to take more of the Committee’s time, I
would just like to underline the reality that our retirement system,
like our entire society, is in a time of upheaval and unpredictable
change. Yet retirement of all the aspects of a person’s lifecycle is
the one that is most affected when we are not able to plan long
term or think long term. So this Committee’s decision to make re-
tirement a focus of its work in this year I think, again, is com-
mendable and vital, and I wish you every possible success in what
you do.

Thank you.

Chairman COTTON. Thank you, Professor Mead.

In your opening statement as well as your written testimony,
Professor Mead, you described the shift from the agricultural eco-
nomic model of the 18th and 19th century, what you call “the green
model,” into the industrial model, especially the post-war model,
what you call “the blue model,” and the stresses that model is be-
ginning to see. What happened to stress the blue model, a model
that seemed to work so well in the immediate post-war period?

Mr. MEAD. That is a very good question, Senator.

Chairman COTTON. Would you press your microphone, please?

Mr. MEAD. That is a good question, Senator. And I think what
happened was that the nature of the world economy and technology
began to change so that, you know, before World War II, for many
years, as the Industrial Revolution was taking place, we did not
understand, our ancestors did not understand that industrial econ-
omy very well. We would have financial panics and crashes, depres-
sions, and people did not feel they had a reading on what caused
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these or how to prevent them. The industrialization created huge
new problems. In an agrarian society, if there is a banking depres-
sion, people simply eat what they grow on the farm. But if you are
in an industrialized city and there is some kind of banking depres-
sion and work ends, you have millions of people with nothing to
eat, no work to do, no ability to heat their houses.

By the end, I think, of World War II, at least in this country, we
had a pretty good sense of how to use the wealth that the indus-
trial economy creates in order to address the problems that it
causes. We had a system of large national champion firms. We had,
you know, the three car companies, the big seven oil companies,
the one phone company. And these pretty heavily regulated monop-
olies and oligopolies could give—you know, when you had one
phone company in the United States, they could give somebody a
job for life. Or when you had only the Big Three auto companies
making cars for the American market without a lot of competition,
again, GM, Ford, Chrysler could offer stable opportunity, could
work with unions.

So after the 1960s, as Germany and Japan and other countries
began to recover from the devastation of World War II, you had a
more competitive economic environment. As the financial system
escaped the very, very tight, rather unrealistic post-war con-
straints, and you began to get international banking and offshore
banking, interest rates became more volatile. In the 1970s, we had
the oil price shocks; inflation rates went up. A massive inflation
rate is devastating to a company that is trying to operate a large
guaranteed benefit pension program.

So you had all kinds of new stress coming onto the system. In
order to respond, companies had to become much more nimble,
much more competitive. They could not say, “Well, we are not mak-
ing much off of that factory, but it has really been a part of our
company for many years, and that city is an important part of who
we are.” They were under much tighter pressure.

And at the same time, particularly as countries like China and
Japan came back into the market, you had a competition from low-
wage labor. You had automation. You had the development of these
global assembly chains. And so there was increasing pressure on
wages and salaries in the United States. The pace of technological
change increased, so we see today a company like—oh, now I am
trying to think of them, the video—Blockbuster Video that you
used to rent the tapes from. It rose and fell in a very short period
of time. Companies were no longer able to provide lifetime employ-
ment. All of this means defined benefit pension plans do not work
as well and are not offered as widely.

So the system has come under stress. Wages have come under
stress. And I suppose we should add that costs in certain areas—
health care and education—however, continued to go up. So the
basic needs of a middle-class family are getting more expensive,
but their ability to buy these goods is not increasing over time. All
of this stresses the retirement system in many, many ways.

Chairman COTTON. Can the blue model be resurrected or pre-
served? Or should we focus on transitioning to what the next model
will be?
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Mr. MEAD. My own sense is that you could not stop the Indus-
trial Revolution in its tracks, and you cannot stop this trans-
formation in its tracks either.

I would also say that for all the disruption and pain that the
transition causes, the Information Revolution, like the Industrial
Revolution, is going to enrich us. Since we are in the presence of
a flood, not the presence of a drought, you know, we cannot man-
age the immense new capabilities. We like to romanticize factory
jobs today, and I certainly do not want to take anyone’s job away
or do anything but honor people who work hard. But do we really
think that in an economy where 38 percent of the population is
doing repetitive labor on an assembly line 8 hours a day for 40
years of their life, is that the highest possible use of human cre-
ativity?

So I actually think this transition, which is a difficult transition,
is one that opens the door to a much better life for people, just as
in the end the Industrial Revolution, despite all of the commotion
and upheaval that it caused, brought people to a much higher level
of living.

Chairman COTTON. Senator Heitkamp.

Senator HEITKAMP. Thank you, Mr. Chairman.

I want to follow-up on all of that. You know, there has been a
series of reports about automation and about the future of work.
What does the future of labor look like? One report is saying we
are going to lose 47 percent of all of our jobs in the next 20 years.
I do not know if that is an exaggeration. I think sometimes people
write these reports so you can get a big headline and get more at-
tention to the report. But I will tell you I think things are changing
dramatically, as the professor has outlined.

The question is: Without knowing the future of work and the fu-
ture of labor—and this is for both of you—can we really design a
retirement plan today that will address these concerns? And how
nimble do we have to be as we are going through this transition?
Let us start with you, Senator Conrad.

Mr. CoNRAD. You know, I listened with great interest to Pro-
fessor Mead’s description of what has happened, and I thought he
was spot on. If you had to reduce it to a word, I would reduce it
to “globalization.” But it is really more than that because it is this
remarkable technological revolution that we are going through. You
and I have talked about these long-term challenges. What is going
to happen to all the truck drivers of America when we have self-
driving vehicles? And this is not so far away. What are we going
to do to a whole series of other jobs that Professor Mead describes,
repetitive, in some cases back-breaking, difficult jobs that people
have that are being replaced by technology?

I do not know if you have seen the video of a new Tesla plant.
Five minutes, watch what happens there, how few people are in-
volved in the process of building a Tesla automobile.

So things are changing very rapidly, and it presents us with a
requirement to change how we envision retirement as well. That is
one reason we came to this idea of having Retirement Security
Plans to make it much, much easier for those employers who want
to offer them, who are small business, because small business is



11

going to continue to be one of the chief job creators in our economy,
make it infinitely easier for them to offer plans.

I know from a business family, I remember these discussions in
our own family about offering retirement plans. And people wanted
to do it, but the administrative hassle and the financial burden
were just too great. I mean, it was not so much the money that was
involved. It was the liability that was involved.

So, look, I think we are going to have to be much fleeter in terms
of our ability to react to these fundamental changes in the econ-
omy, both here and across the globe.

Senator HEITKAMP. Professor Mead?

Mr. MEAD. Well, your concerns are spot on, Senator. When I
think about the jobs of the future, I do say sometimes, you know,
in the 1850s, when well over 50 percent of the workforce earned
its living farming, and you had said, well, now, suppose in 100
years only 2 percent of the workforce will be in farming, the ques-
tion would be: What on Earth are all those people going to do? And
no one would have guessed, for example, that there would have
been a factory that made fuzzy dice that hung down from car win-
dows and that people would be making a living in such a factory.

So there are ways in which we cannot imagine the future, but
I can think of things today—we are rich in goods as a society. Any
ancient king or emperor could only dream of the stuff that even the
average American family has today; but in services not so much.

For example, my father lives in a retirement center not far from
here. Suppose there was somebody there who said to me, “If you
will pay me X amount a month, I will make sure your father’s com-
puter is always working, he is always able to use his email. And
if there is some kind of issue with the printer or something, we will
be there to help him.” There are lots of services. We are seeing
some of these proliferate. Certainly, when I was a kid, only the
Rockefellers had wedding planners. You know, now that is a real
profession, and it enhances the quality of life, and people make a
pretty good living helping others celebrate these high moments in
their lives.

Senator HEITKAMP. If we look at kind of the need to have a much
more nimble retirement system—I am going to have Craig just put
up a chart because I love—I do this with high school kids and col-
lege kids that I visit with. I say, “What did Albert Einstein say was
the greatest invention of the 20th century? Compound interest.”

And so we put together a chart that shows what happens if peo-
ple invest early and then stop investing compared to people who
delay that decision to later in life, and what does that result in?
And you can see that early investment makes all the difference in
the world if we could just get people to do it, if we could just get
people to make those investments.

But as they are struggling in this transition period of time—you
know, am I going to start my own small business? Am I going to
augment my salary or the work that I do with Airbnb or with
Uber? And what does that mean in terms of my retirement and
what are the economic challenges I have today? And this is the
challenge that we have as a country because one thing that we
have not talked about, which is this lack of savings, this lack of re-
tirement security, is not going to go without a cost on the public
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fisc. You know, whether it is earlier involvement of Medicaid dol-
lars for assistance and whether it is food assistance, whether it is
Section 8 housing, whatever that is, we are going to pay the price
for the lack of retirement security in this country.

And so I think what I am grasping with is I do not know what
the future, 20 years from now, the work world looks like, so it is
hard to design a retirement system around the workplace. And I
think, Professor, that is exactly what you are telling us in your tes-
timony, I think.

Mr. MEAD. That is right. And this is why I was trying to imagine
this kind of one-stop account where you would set up a specially
designated account, and if you are working for Uber and you are
working for Airbnb and so on, this money goes into that account,
the financial institution does whatever withholding and so on, but
also it is at that point of that account where the retirement pro-
grams can set in, where there can be the point of—you move it
away from the employer, which is no longer the center of that per-
son’s economic life, and you move it to the person in a sense.

Senator HEITKAMP. But that person has to be literate.

Mr. MEAD. Again, when we went from an agrarian society to an
industrial society, people had to get smarter. It is actually harder
to live in a city full of immigrants who are different from you than
to live in the country where everyone is related to you and you
know all the customs. And our school system actually changed dra-
matically as a part of this shift. So, yes, as individuals, as a soci-
ety, we have to raise our game so that we are producing young peo-
ple who have the financial literacy, entrepreneurial spirit, all of
these elements that can help them to flourish in this new kind of
complex environment that is coming into existence around us.

Chairman COTTON. For the record, I think the Ranking Member
and I would agree that it is not only easier to live in the country
but more enjoyable as well.

[Laughter.]

Chairman COTTON. Senator Tillis.

Senator TILLIS. Thank you, Mr. Chair. Thank you both for being
here.

First, I want to underscore what has been talked about. I come
from the technology sector and spent a lot of time, most of my time
in the private sector, and these discussions about how do we stem
the tide of technological innovation and make sure that the current
job base exists really ignores the fact that we work in a globally
competitive economy, and that is the surefire way to have us go to
second or third or fourth in terms of economic performance and
prosperity if we do not recognize that near-peer economies under-
stand it, embrace it, and have to deal with it. And there are un-
knowns, but every time we have had these unknowns, we have
found a way to move from the agrarian to the industrial, and we
will move through the Information Age. The real question with re-
spect to the topic before us today is how do we also help better en-
sure that people are creating some amount of wealth that help
them as they get further into their lives.

I actually made my first contribution into Social Security in 1972
at the age of 12, $33 that year. One thing for everybody who has
not done it, you really need to go on the Social Security
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Administration website and see where you are today. And I have
not missed a year of contribution since then.

I think a part of what we have to do when we talk about Social
Security is be realistic about the reality, the lack of indexing and
the lack of foresight. I am not faulting anybody. It is just the re-
ality of the system today. We do not have a sustainable system.
And not unlike the defined benefit plans that are out there with
certain States, our State has a relatively solid—I am from North
Carolina—a relatively solid plan. But as Speaker of the House, I
was really urging consideration of transition to a defined contribu-
tion plan so that we could make sure that the variables that we
do not know about would not put those savings plans at risk, and
I think other States would be well advised to do that.

And, Senator Heitkamp, I could not agree more in terms of finan-
cial literacy. A part of what we have to do is see this multifaceted
challenge. And one of the things that the States need to do is make
sure that they have curriculums that are educating people at a
very early age. We now have financial literacy, something I did
when I was back in the legislature, in school at the appropriate
time, and I think the workplace needs financial literacy. I do it in
my office. We have an annual meeting where I tell these people
what boneheads they are if they are not maxing out the Thrift Sav-
ings Plan that they have. I apologize to all of you who may not
have maxed out, but it is because of that miracle of compounding.

My daughter just went into nursing, and I told her, “You are
about to get a major increase in compensation from school. Set a
different baseline for how much disposable income you have, and
you will see exactly what Senator Heitkamp has said happens over
a brief period of time.” So financial literacy is also important.

Now I want to get down to some of the policies that could af-
fect—that are right before us. The fiduciary rule probably will get
delayed, but we need to determine whether or not it is going to be
implemented. In your opinion, does that help or hurt the people
who have limited capacity to put into plans and also limited capac-
ity to pay for advice for those plans? Professor Mead, we will start
with you.

Mr. MEAD. Well, Senator, thank you, and as someone who spent
many happy years as a kid in North Carolina, I am glad to see the
State is so well represented, and it is a time when all true North
Carolinians are very excited about the recent NCAA championship.

Senator TILLIS. Really, did we win a championship this week?

[Laughter.]

Senator TILLIS. It happens so frequently, it is hard to keep up.

Mr. MEAD. But, you know, when I think about this, I actually
think that one of the problems we have in a way is that the current
system, people have scattered plans, small balances. There the
costs sometimes of the fiduciary rule would make it very difficult
for them to operate, the cost structure would be so high.

Senator TILLIS. They would have an “eeny, meeny, miny, moe”
strategy for portfolio allocation.

Mr. MEAD. You know, the thing to think about is, again, the life-
time accounts that build significant balances where also both for
the financial institution that is issuing the account and maintain-
ing it, it is a more profitable approach.
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Senator TILLIS. I do believe that going to a worker-centric versus
workplace-centric model where things can move around makes a lot
of sense. It has a lot more prospects for longevity.

As a matter of fact, I chair the Personnel Committee in Senate
Armed Services, and that is why we are moving toward different
pension options within Armed Services, allowing those who want
the pension plan as it currently stands to move in that direction,
but allowing others to be able to opt in to a 401(k) type of a model
that I think makes sense.

My time has gone over, but, Senator Conrad, do you have any-
thing to add on the fiduciary rule or what has been discussed?

Mr. CoNRAD. Well, let me just say our Commission did not deal
with the fiduciary rule. I would say personally I would not go to
a company advising me on wealth management that did not have
it because I think whoever is advising me ought to have as their
highest responsibility to be giving me advice that is in my interest.
And I am very concerned about people giving advice that is in their
interest and it is not revealed to the person they are giving advice
to.

Now, with that said, Professor Mead makes a very important dis-
tinction here. You have got lots of people, as I indicated in my
opening remarks, who have very little money. In fact, you know,
when I talk about people with $30,000, 62 to 69, as being the me-
dian retirement savings, one-quarter of those people have nothing.
Have nothing. So we may need a system that takes account of peo-
ple’s different circumstances in terms of what rules apply.

Senator TILLIS. Thank you.

Thank you, Mr. Chair.

Chairman COTTON. Senator Warren.

Senator WARREN. Thank you, Mr. Chairman. Thank you for hold-
ing this hearing today, and Ranking Member Heitkamp.

As we have all been discussing, we know there is a retirement
crisis in this country, that across the board wages are flat, fixed
costs are going up, people cannot save for retirement, pensions are
disappearing, and that means more reliance than ever on Social Se-
curity. For almost two-thirds of seniors, Social Security makes up
the majority of their income in retirement, and for 22 million
Americans, Social Security is literally the only thing standing be-
tween them and poverty.

When a parent dies or is incapacitated, grandparents often step
up, and this can create a huge additional burden on the family for
people who are already struggling because of the financial crisis. In
these cases, Social Security is a double lifeline for both the grand-
parents and for the kids. Today about 98 percent of children in
Qmerica are eligible for survivors’ benefits when a working parent

ies.

So I want to ask you about this, Senator Conrad. You are the
principal author of the Bipartisan Policy Center’s report on retire-
ment security, and in the report, you propose several expansions of
Social Security for low-income seniors. But you also propose ex-
panding Social Security survivors’ benefits, something not many
people have talked about from this report. Can you tell us a little
bit about the survivors’ program—how it currently works and what
your proposed expansion would entail?
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Mr. CoNRrRAD. Well, if we remember our history, until 1981 we
had a survivors’ benefit in Social Security for kids who stayed in
college until they were 22. If they were in an approved college, they
would continue to get benefits. This also applied to those who
qualified for disability. And this made a major difference to thou-
sands, tens of thousands of kids who were survivors, tens of thou-
sands of people who had a disability, that they were able, if they
stayed in school, to get an additional Social Security income. How-
ever modest it was, it made a big difference.

In the work of this commission, we agreed on a bipartisan
basis—and, again, 18 of the 19 commissioners agreed with the rec-
ommendations—that we ought to reestablish this benefit for sur-
vivors and those affected by disability.

You know, if we think about the transition Professor Mead has
been talking about, quite rightly, others from the dais, we are
going through this dramatic economic change. We have got to be
sensitive to that. And, you know, I think about when we were
growing up, high school was a minimum requirement. Right? If you
did not graduate from high school, your prospects probably were
not very good. I have to say now we look at society, if you do not
have a college education, your prospects are not very good. In fact,
I have just been talking to some young people who did not finish
college. They cannot get a job interview, even for things they are
actually qualified for, because they do not have that certificate. So
I think this is something we have got to adjust to.

Senator WARREN. I very much appreciate that, and I want to be
mindful of the time, but I understand, Senator Conrad, you were
actually a beneficiary of this program?

Mr. CoNRAD. Well, I was. And, you know, when I was going to
school, I remember getting that check, and I tell you, it made a
world of difference. I was going to school out in California, and I
remember very distinctly that green check that would arrive once
a month and really made it possible for me to be in college and
complete school.

Senator WARREN. And you think about overcoming the loss of a
parent is devastating for any child, but loss of the income and sav-
ings should not also destroy a family’s financial security and a
child’s chance to go to college.

This is a problem that is going to get worse in the years to come.
Last year, for the first time since 1993, life expectancy in America
decreased. And there are a number of reasons for that, but one is
that tens of thousands of Americans are dying of opioid overdoses
every year. And many of the victims of these overdoses leave chil-
dren behind, and often grandparents are the ones who step in to
help.

So let me just ask one more question here. Senator Conrad, it
seems to me that given this decline in life expectancy and the in-
crease in deaths from opioid overdoses, shoring up the survivors’
program may be more important than ever. Do you agree?

Mr. CoNrRAD. Well, I do, and I made that argument to the com-
mission, and others on the commission made some of the points
that you are making now. It was very interesting. And, again, one
of the things that was most interesting was how bipartisan this
particular discussion was in the commission. Some of the most
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prominent Republicans on the commission felt strongly we ought to
restore this benefit. And I was very pleased that we agreed to do
so.
Senator WARREN. I am pleased that you did as well and glad to
try to highlight your good work on this. My view is we should be
talking about expanding Social Security across the board. But we
also ought to be able to agree that it is long past time to expand
survivors’ benefits to age 22. Children who have lost their parents
need to have a chance to be able to build a future for themselves
without destroying the finances of their surviving parent or of their
grandparents and others who step in to take care of them.

So thank you very much for your work. Thank you for the report
on this, and thank you, Mr. Chairman.

Chairman COTTON. Thank you, Senator Warren.

Senator Conrad, how many workers today participate in a de-
fined benefit plan? Do you have that handy?

Mr. CONRAD. I do not. We all know what is happening to defined
benefit plans. I mean, in large measure, what we see is a decline
in defined benefit, a dramatic rise in defined contribution. I have
actually got that chart—did not bring it with me—but would be
happy to provide it to the Committee. But these trends are very,
very clear.

Chairman COTTON. So do you think there is anything that we
can do as a matter of policy to reverse that trend, or is it a function
of changes in the economy like we have been discussing with you
and Professor Mead and we simply need to make defined contribu-
tion plans work better for all Americans?

Mr. CoNRAD. I wish I could look you in the eye and say, you
know, if we just had the will, we could reverse this, and we could
go back to a time when defined benefit plans were on the increase.
I do not think that is in the cards. I think because of the things
we have previously discussed, these fundamental changes in the
economy here and globally, that it is just not a realistic prospect.

What is realistic 1s to deal with these changes in a way that does
expand access, that does expand the opportunity for people to par-
ticipate in a retirement plan at work. What is a possibility, as we
were talking about Social Security, is to make Social Security sol-
vent for the long term. And, yes, we can have some expansions
while we do that, but it will require hard choices.

Chairman COTTON. Professor Mead, do you agree with that, that
defined benefit plans are going to continue to decline in their usage
in America?

Mr. MEAD. I think they will, and this is in part because of the
choices that workers are making. That is, one of the disadvantages
of a defined benefit plan is often it is stacked in such a way that
it strongly rewards seniority and longevity of service. So, you know,
one of the tragic things for someone who has been working for 18
years and is 2 years short of a pension, if that factory closes, they
suffer an immense loss.

But, also, let us look at the part of the economy where defined
contribution plans are still common, which would be Government
work, and especially in the State and local sectors. We see, first of
all, in many States and cities these plans are in a state of real fi-
nancial disrepair and are causing serious risks to the well-being of
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communities. I think the city of Chicago is trying to keep its
schools open while it pays what it needs to pay on its pension plan.

And at the same time, if you are a public employee and you want
after 10 years—you do not want to teach middle school anymore
after 10 years, and you want to move on, you take a hit in the pen-
sﬁ)n with a defined benefit program. So it locks people into life
choices.

Now, the good thing about defined benefit programs is they did
provide a certain kind of security and stability to income. And as
I say, we have failed as a society to replace the defined benefit pro-
gram with defined contribution programs that accomplish the same
objectives as well. And so our focus has to be, I think, on making
defined contribution plans work better, make it easier for employ-
ers to offer them, find ways even perhaps for the case, say, of low-
income workers, a Government match of some kind of contribution
can also be possible. Again, thanks the miracle of compound inter-
est, if the Government is going to have to support a low-income
person in old age, it is actually better to do that on the basis of
long-term contributions to retirement plans. It is cheaper to the
taxpayer that way.

Mr. CoNRAD. Can I just make a quick point——

Chairman COTTON. Senator Conrad.

Mr. CONRAD. on the point that Mr. Mead made? Because I
think it is so important. On defined benefit plans, if you look at the
chart that I discussed looking at defined benefit in terms of firms
offering, that is in decline. You know, at one point it was growing
rapidly back in the 1950s. Defined contributions now are rising
dramatically. But if you look at defined benefit plans in terms of
individuals covered, you see a very different pattern between firms
offering and individuals covered, because what Professor Mead just
talked about was a very real thing that we have not sort of talked
enough about; that is, yes, companies offered them, but all too
often, when somebody got to the point of being qualified, they lost
their job.

And so there is a gap between firms offering and individuals cov-
ered with respect to defined benefit plans, and that was true long
before these recent trends.

Chairman COTTON. You both, as you talk about what future re-
tirement models would look like, have proposals in your written
statements, but also you have said it today, Senator Conrad, you
have talked about Retirement Security Plans which would have
two elements: one, retirement savings, and, two, short-term sav-
ings, especially for smaller businesses. And, Professor Mead, you
have spoken about American Mobility Accounts, which would also
include what you call Supplemental Retirement Accounts and
Human Capital Accounts. As you have listened to each other here
today, do those two concepts strike you as similar or close to
identical?

Mr. MEAD. I think we are both looking at the same sets of prob-
lems, and there is a lot of parallels in the way we are thinking. I
think both sets of proposals are identifying the need to move to-
ward a more worker-centered approach. I would guess we have not
discussed it, but I think we are both concerned that there is kind
of a multiplicity of 401(k), four-oh this, five-oh that. After a while,
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the average not only, you know, person but the average supervisor,
the average business just looks at this and says, “I cannot do this.
This is too complicated.”

So the issues that we are looking at are universality, flexibility,
and individual-centric. Then I think, again, given, as we have all
been saying in this hearing, that we cannot really predict what the
economy of 20 years will look like, what jobs will look like in 20
years, we need an architecture that is open to change because we
do not want to put the next generation in a straitjacket that does
not fit. And I think when you put all those things together, you end
up with—there is actually not that wide of a range of approaches
that would cover these bases.

Chairman COTTON. Go ahead, Senator.

Mr. CONRAD. I would just say our Retirement Security Plans and
our Retirement Security Clearinghouses are responding to the un-
derlying dynamic that Professor Mead has done such a good job in
describing. You know, we got a circumstance in which people just
do not go to the same job for most of their careers and have a pen-
sion. Those days are changing, and we need to respond to this new
dynamic, this new reality.

Chairman COTTON. And you both have spoken about the admin-
istrative challenges that multiple accounts can cause, especially
small accounts of different types, and you are speaking there not
only of the individual who is trying to save but also of the business
that is trying to sell cars or sell farm equipment or sell clothing,
and it is not in its core competency, and your concept in these ac-
counts would be to get that out of the hands of those businesses
and into some kind of third-party organization, whether it is a fi-
nancial institution or an administrator, somewhere where it is in
their core competency to manage those accounts.

Mr. CONRAD. I think you have described it very well. You know,
here we have a circumstance where we have got 25 million or-
phaned accounts. You know, what sense does this make? It does
not make any sense for the business who has got the orphaned ac-
counts. It does not make any sense for the employee who has got
maybe a string of orphaned accounts, which makes it very hard to
manage, very hard to keep track of. In some cases, they completely
forget that they have got them. I mean, we found that in the work
of the commission.

Chairman COTTON. Senator Heitkamp?

Senator HEITKAMP. I think the component of all this—and it is
like you can lead a horse to water, but can you get it to drink? And
there are a couple complexities that we have not talked about, one
of which is choice. There has been a number of sociological studies
that say if you give people too many choices, they will make no
choice because it is overwhelming.

The other problem that I think is that we keep saying, well, if
this account or this, you know, opportunity performs the way it has
in the past, this is where you will end up, and there is no certainty
to that. So there is not this idea that if I do this, then I am guaran-
teed that that is what it is going to look like when I am age 65
or age 70, right?
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So people have this insecurity, and they say, “Live today. I prob-
ably will not live long enough,” or, you know, “I am not going to
ever retire,” which really is very problematic.

And so I want to talk about another vehicle that we have not
spent a lot of time talking about and get your reaction to it, and
that is low-cost guaranteed annuities. When we look at the defined
benefit plans, it is that you knew that at the end of your work life
there would be a guaranteed set sum that would come every
month, that you could count on, that was predictable, that was
taken care of. And my question to both of you is: Do you believe
that annuities—not annuities with big front-end loads—you know,
a product that reflects Senator Conrad’s statement that it should
be fiduciary to them, it should be for me, do you believe that annu-
ities can fill the gap for retirees looking to access some kind of
guaranteed minimum income in the years going forward.

Mr. CONRAD. I would just say in this whole area of lifetime in-
come options, there is a tremendous opportunity here, and there
are lots of models. If you look around the world at what other
places are doing, lots of interesting ideas about how you can give
people lifetime income options and give them a choice to make. You
know, we talk about just-in-time choices. When people are about to
make those decisions, to get advice to them at the critical moment
that they have a decision to make. We talk about capability. We
talk about people having the basic information. Well, hard to get
them taught in high school to prepare for what is to come 30 years
from now. But when they are at the moment of choice, getting
them help in making those decisions makes a lot of sense and is
affordable.

Senator HEITKAMP. But, Senator Conrad, if we look at—if your
choice is, you know, here is this high-yield fund, it has got more
risk, or this or that, you know, all of a sudden people go, “I do not
know enough to make that choice. I am not going to decide that.
I would rather have that money today to pay off the bills that I
have rather than risking that that will not ever come in the fu-
ture.”

Professor Mead, what do you think about some kind of product
that would guarantee monthly income at a low cost?

Mr. MEAD. Well, I think that it has a place in retirement plan-
ning, and I think you are right that simplifying options is impor-
tant.

I think there are other elements of this sort of, you know, hesi-
tation about saving and investing, and I agree with you that this
is an important barrier, because we see that there are these prod-
ucts that people are not—you know, there are plans that they are
not participating in, even though they have the option.

One thing that I think is worth looking at is the Singapore ap-
proach to this where there is an account which you can use—you
know, it is sort of you have to have an account, but you can use
it for different things, including some are really annuity-type prod-
ucts. But you can also use it toward a downpayment or even part
of the principal payment of housing.

Senator HEITKAMP. So, Professor Mead, is this structured as a
mandate or is this structured as an option in Singapore?
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Mr. MEAD. In Singapore, it is a mandate that you must have
this——

Senator HEITKAMP. Like everything else in Singapore.

Mr. MEAD. Exactly. And you must smile, yes.

[Laughter.]

Senator HEITKAMP. And not spit on the sidewalk.

Mr. MEAD. Please do not. Do not scratch cars with keys either,
I am told.

But, you know, they have a homeownership rate now of about 90
percent in Singapore because if you can—you have to put this
money away, but you can put it in different purposes. People do
have some freedom. So this is

Senator HEITKAMP. So it would include things that build wealth
for the family.

Mr. MEAD. Exactly, and so the system is you have to maintain
a certain balance in your account before you can do certain discre-
tionary things, but you can count property value against that core
amount.

So I think we can actually be—we can think much more flexibly
about what we do. We are fortunate now. When the United States
started Social Security, there were some similar examples, but it
was a pretty simple menu of choices that existed. Today a number
of countries around the world have tried very different approaches.
So I think we might as well benefit from the experience.

Senator HEITKAMP. I just want to say I think this is something
that everybody needs—to check ideology at the door, you know, all
of this stuff, and look with very clear vision at what is going to
happen in the next 20 years as we transition away from defined
benefit plans to a society that is not saving for retirement, and we
need to look at what works, not what fits within an ideology. And
that is a critical component. But we need to understand the human
dynamic of choice and why it is difficult for people to see value in
making a choice of saving for retirement.

But I look forward to learning more about the Singapore plan
and more about your reaction to Senator Conrad’s report. I think
it sounds like there is some merging of ideas here, and then how
can we effectuate that either working with the private sector to de-
velop products or looking at—we do it typically through tax incen-
tives, but also taking a look at how we can make this a social norm
that we are saving for retirement and not necessarily an anomaly,
which we are beginning to see that it is.

Chairman COTTON. Senator Toomey.

Senator TOOMEY. Mr. Chairman, Senator Heitkamp, thank you
very much for doing this hearing. I appreciate it.

Senator Conrad, it is good to see you again, and, Professor Mead,
thank you for joining us.

I apologize I was late. I was the presiding officer. I am not going
to ask any questions at this time, but I do look forward to reading
the testimony of the witnesses and looking at the discussion that
you had.

Chairman COTTON. Thank you, Senator Toomey.

And he replaced me, which is why I was late initially to the Com-
mittee. I was the presiding officer. As Senator Conrad remembers
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from his days as a junior Senator, it is very much a duty and not
an honor.

[Laughter.]

Chairman COTTON. Professor Mead, we talked a lot about a life-
time of savings and how Americans save because it is so important,
as Senator Heitkamp pointed out, that you save from the beginning
of your life, even small amounts, to take advantage of the miracles
of compound interest.

But then there is how you live at or near retirement. One point
you have written about is the payroll tax on elderly Americans who
are still working. Could you elaborate on your thinking there?

Mr. MEAD. Well, I think, again, work is becoming, you know—
more and more of our workforce have jobs now that you do not
really need to leave at 65, and many people do not want to. The
work I do teaching is work I enjoy. And while I am able to, I hope
I can continue. But if I were a bricklayer or, you know, doing hard
physical labor, I would need to be able to retire at a certain point.

So as we think about how our system works and how we can
make the system work for everyone, it does seem that, first of all,
it is in our interest that people defer taking out of the system.
Those who enjoy working and want to work continue to work and
are able to do so, we should say, yes, go ahead. We do not need
a one-size-fits-all approach to this. So if you have someone who has
paid up to Social Security and they want to continue working,
maybe you take the payroll tax off their shoulders at the end. In
the same way, I have suggested we now require mandatory with-
drawals from IRAs and other tax-deferred investments to start, I
believe, at 70 %2 years, why not, if someone is still working, let
them postpone that, let their assets grow a bit?

So I think there are very much—we penalize people who are con-
tinuing to work while drawing Social Security benefits by with-
holding some of their benefit. Again, we should be looking at a sys-
tem that allows Americans in very different circumstances with
very different sort of needs to be able to design their own lives
without penalty, and where their choices actually help strengthen
the system, we should be blessing and encouraging and
incentivizing those choices.

Chairman COTTON. Senator Conrad?

Mr. CONRAD. Could I just say, I am very happy to hear Professor
Mead talk about these ideas. We tried to include some of these
ideas in our Social Security reform package, to actually provide in-
centives in the system for people to continue to work. You know,
the way the Social Security system works now, once you get your
PIA, the primary insurance amount, established, it is done by look-
ing at 40 years or 37 years of work—35 years of work, what we say
is do it year by year, so those additional years add to somebody’s
Social Security payment.

We did a whole series of things in our Social Security reform not
to discourage people from working, but to encourage them to con-
tinue working if they are able to do so. That makes great economic
secrllselfor the system. It makes great economic sense for the indi-
vidual.

Chairman COTTON. Professor Mead, one final question about liv-
ing in retirement. You wrote in your statement and you have
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written elsewhere about the possibility of retirement overseas and
the lower-cost options that some Americans who are looking for
warmer climes might have. Could you elaborate on those ideas?

Mr. MEAD. I am happy to do that, Senator. We should remember
that no matter what we do, there are Americans who are
approaching retirement with inadequate savings, and we cannot
change that, much as we would like to.

What I think we can do is think about ways where even—we
could help them stretch their dollars a bit, and it is certainly true
that in many countries living costs are lower than in the United
States. Originally, one of the reasons that many people retired to
States like Florida and Arizona was that costs were lower there
than they were in the States where they were. So today someone
could just stay on the plane a couple of hours south of Miami and
retire there.

One of the obstacles to this—and, by the way, many Americans
are already doing this in countries like Costa Rica. Also, many im-
migrants who come here, work hard, retire basically with Social Se-
curity, can go back to the country where they came from where
that retirement income stretches farther. But one of the problems
is that you cannot use your Medicare insurance for most things
outside the United States.

Now, since healthcare costs are often much lower outside the
United States than in it, some kind of system that allows American
citizens to access their Medicare benefits for treatment in approved
hospitals and facilities overseas would simply give a lot more
Americans more choice in retirement and might provide some op-
tions that would help these bridge generations who have grown up
after the old system began to fail but before we as a society have
gotten a new system that works for them, they still have choices.
No one has to do it. I suppose it is the opposite of what people used
to say happened in the far North, that you would put the old folks
out on the ice floes. Maybe we can send the old folks to tropical
beaches. That seems a bit more humane.

But, in any case, I think this is about—we need to think cre-
atively about giving people choices as they try to have a good re-
tirement when not all the circumstances are favorable.

Mr. CONRAD. Mr. Chairman, could I just say that we would wel-
come people from higher-cost jurisdictions to retire in North
Dakota?

[Laughter.]

Mr. CONRAD. Perhaps you would welcome them in Arkansas as
well. You know, it is amazing, the difference in cost between these
more urban areas and the more rural areas that we have grown
up in, and, really, a Social Security dollar goes a lot farther in
North Dakota than in the more urban places on the east and west
coasts. I am sure that is true of your home State as well.

Chairman COTTON. Given the realities of the brutal winters in
North Dakota, we would be happy to welcome North Dakotans who
do not want to go all the way to Costa Rica to the Ozark or
Ouachita Mountains. It is very affordable.

Senator HEITKAMP. And then when the mosquitoes get you in Ar-
kansas, we will welcome you back to North Dakota.

[Laughter.]
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Chairman COTTON. Senator Heitkamp.

Senator HEITKAMP. I want to just ask a question. You guys have
just been—you know, just thought-provoking testimony and really
quite an enjoyable hour and a half. I think both Senator Cotton
and I are deadly serious about this topic.

I want just a couple of pieces of advice from both of you on if you
were sitting not where you are sitting but sitting back on this side
of the dais. What would be your next steps? And we will start with
you, Senator Conrad.

Mr. CoNRAD. Well, organize and educate are always my two no-
tions of how you get something done around here. I think there is
just a tremendous opportunity here, and I really applaud the two
of you for doing this in a bipartisan way, because as I learned, very
little happens around here unless it is done in a bipartisan way.
Even less is sustainable unless it is done in a bipartisan way. And
these are issues that really should not be partisan. There is no rea-
son that it should be partisan to expand opportunities for people
to participate in retirement plans at work. There is no reason that
it should be partisan to change the incentive systems that we have
in Social Security to encourage people to work longer. You know,
there is nothing partisan about it.

So I would say those would be my observations.

Senator HEITKAMP. Professor Mead?

Mr. MEAD. Well, I would second that, and I would add to it. I
would try to remind my colleagues, if I were in your situation, that
we see a lot of lack of trust today between so-called elites and the
folks in the grass roots. One of the reasons that that is the case
is because of the failures of national systems like the retirement
system. People do not expect the Government to guarantee them
affluence, but they do expect to have a system that, if they play by
the rules and do their part, it brings them to a decent result. And
the sense that somehow something as fundamentally important to
the lives of the American people as our retirement system, we have
not yet put the kind of effort and diligence into constructing and
repairing that system, is a message from Washington to the folks
out there that we do not care.

So I would urge you to impress the importance of this issue on
your colleagues as a concrete kind of governance issue that can
help rebuild the faith of the American people in our democratic sys-
tem, and that is really something that we need to do.

Senator HEITKAMP. OK.

Chairman COTTON. Gentlemen, thank you both for your appear-
ance here today and your work on this important issue. Thank you
both to your organizations and your teams. We appreciate the hard
work they do. We know that those statements do not write them-
selves, and the spread sheet models are not created by themselves.
So we appreciate very much also the Bipartisan Policy Center, the
Hudson Institute, and the American Interest. We thank you again
for your testimony.

This hearing is adjourned.

[Whereupon, at 4:31 p.m., the hearing was adjourned.]

[Prepared statements and additional material supplied for the
record follow:]
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Good afternoon, Chairman Cotton, Ranking Member Heitkamp, and Members of
the Subcommittee. Thank you for inviting me here to discuss the state of retirement
security in America.

Millions of Americans are financially unprepared for their retirement. Too many
lack adequate savings, having set aside money at insufficient levels. Even those who
do accumulate sufficient savings for retirement run the risk of outliving those funds,
and others are forced to raid their retirement accounts early due to a shortage of
short-term, emergency savings. Compounding these challenges is the fact that
Americans often lack the financial capability to take actions that are in their own
best interests. Meanwhile, the Social Security system—the bedrock of retirement se-
curity in America—is facing a serious shortfall, with its trust funds set to be ex-
hausted by 2035.

The lack of retirement savings is eye-opening. According to research from the
Urban Institute’s DYNASIM model, the median amount of retirement assets held
by Americans aged 62-69 stood at just $32,000 in 2015. More than one-quarter of
households in this group had zero in retirement savings.! But this problem is not
limited to older Americans. Research from the Employee Benefits Research Institute
(EBRI) has found that more than four in 10 Gen-Xers are projected to run short
of money in retirement.?

Part of this problem can be attributed to a lack of access and contributions to em-
ployer-sponsored retirement plans. Modeling from EBRI has found that 31 percent
of civilian workers lack access to an employer-sponsored retirement plan. Among
those with access, many choose not to contribute. In total, just over half of civilian
workers contribute to an employer sponsored-plan.3

Given these disturbing statistics, it is little wonder that Americans are concerned
about their retirement. A 2016 Gallup poll found that 64 percent of Americans are
either very worried or moderately worried about not having enough money for re-
tirement, making it their top financial concern in the survey.# A recent study by
the Federal Reserve found that around half of adults say they would be unable to
come up with even $400 in an emergency without borrowing or selling possessions.5

The Bipartisan Policy Center’s Commission on Retirement Security and Personal
Savings, which I had the privilege of co-chairing with the Honorable James B.
Lockhart III, former Principal Deputy Commissioner of the Social Security Adminis-
tr?ltion, identified six key challenges associated with retirement security in America
today:

1) Too few workers participate in a workplace retirement savings plan.
As described previously, just around half of private-sector workers contribute
to an employer-sponsored retirement plan. One primary cause of this lack of
access is that some businesses find it too expensive and complex to sponsor ei-
ther a traditional “defined benefit” pension or a 401(k)-style “defined contribu-
tion” plan. Small businesses, in particular, are often unprepared to take on
what can be large administrative, financial, and fiduciary burdens. In a recent
survey by the Pew Charitable Trusts, 59 percent of small- to medium-sized
businesses not offering a plan attributed that decision to either the associated
expense or the firm’s resource constraints.® As a consequence, 53 percent of
workers at businesses with fewer than 50 employees do not have access to a
plan, compared to only 10 percent among companies with more than 500 em-
ployees. Simply put, workers without these plans are less likely to enjoy

1The Urban Institute. 2016. DYNASIMS.

2VanDerhei, Jack. 2014. “What Causes EBRI Retirement Readiness Ratings to Vary: Results
from the 2014 Retirement Security Projection Model.” Employee Benefit Research Institute
Issue Brief, no. 396. Pp. 6-19. http://www.ebri.org/pdf/briefspdf/EBRI IB 396 Febl4.
RRRs2.pdf.

3EBRI, Policy Forum #79. Basic Facts: Retirement, December 15, 2016.

4McCarthy, Justin. 2016. “Americans’ Financial Worries Edge Up in 2016.” Gallup. http://
www.gallup.com [poll [ 191174 | americans-financial-worriesedge-2016.aspx.

5Federal Reserve. “Report on the Economic Well-Being of U.S. Households in 2015.” May
2016.dfP. 1.  http:/ /www.federalreserve.gov | 2015-report-economic-well-being-us-households-201
605.pdf.

6The Pew Charitable Trusts. “Small Business Views on retirement Savings Plans.” January
2017. http:/ |www.pewtrusts.org [ en [ research-and-analysis [issue-briefs/2017 /01 / small-business
-views-on-retirement-savings-plans.
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retirement security. According to projections from EBRI, 56 percent of those
without ongoing access to a DC retirement plan will run short of money in re-
tirement.?

2) Many Americans lack the income or resources to save for short-term
needs, forcing them to raid their retirement accounts for unexpected
expenses. Usually called “leakage,” preretirement withdrawals occur when
savers withdraw their DC plan or IRA assets before retirement. Research sug-
gests that between 1 and 1.5 percent of 401(k)-plan and IRA assets are lost
to leakage each year.8° Individuals who pull savings out early tend to with-
draw a high percentage of their retirement assets, averaging around 20 per-
cent.10,11 Teakage can not only lead to high fees and penalties, but it also di-
rectly translates to a reduction in retirement assets.

3) Americans are living longer and are increasingly at risk of outliving
their savings, but despite rising life expectancy, the average retirement age
has stagnated. Between 1962 and 1996, the average retirement age among
men actually declined from 65 to 63. Though the average retirement age in-
creased for women—along with workforce participation—it remains relatively
low, at 62 in 2013.12 To make matters worse, most Social Security beneficiaries
claim their benefits well before the full retirement age (FRA). In 2014, roughly
three-fourths of individuals claiming Old-Age and Survivors Insurance (OASI)
benefits did so at an age below the FRA.13 Early claimers in 2016 saw their
monthly payment reduced by up to 25 percent from what it would have been
if they claimed at the current FRA of 66. A diminished stream of income from
Social Security compounds the problem of having fewer years in the workforce
to save for retirement. This is especially concerning for the large number of
older Americans who depend on Social Security for the overwhelming majority
of their income.

4
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Home equity is an under-utilized source of retirement savings. For
many retirees, home equity represents a significant portion of their assets.
Americans own more than $13.3 trillion in home equity—a sum that rivals the
$14.9 trillion that Americans hold in retirement savings.14,15 Just like retire-
ment savings, housing assets are built slowly over most people’s working life,
making home equity a crucial stock of wealth for many older Americans. Un-
fortunately, the past several decades have seen increasing indebtedness among
older Americans—driven by increases in mortgage debt—which poses a unique
threat to retirement security. The share of older households holding any form
of housing-related debt has more than doubled since 1989, from 15 to 32

7This result is for Gen-Xers (born between 1965 and 1974) who are in the second income
quartile (i.e., between the 25th percentile and the median of the income distribution). For more
information, please refer to: VanDerhei, Jack. “What Causes EBRI Retirement Readiness Rat-
ings to Vary.” Employee Benefits Research Institute. Issue Brief #396. February 2014. P.7.
https:/ |www.ebri.org | pdf/briefspdf/EBRI IB 396 Febl4.RRRs2.pdf.

8 Munnell, Alicia and Anthony Webb. 2015. “The Impact of Leakages From 401(k)s and IRAs.”
The Center for Retirement Research at Boston College. P.1. hitp://crr.be.edu/wp-content/
uploads/2015/02/wp 2015-2.pdf.

9Butrica, Barbara A., Sheila R. Zedlewski, and Philip Issa. 2010. “Understanding Early With-
drawals from Retirement Accounts.” The Urban Institute. P. 23. http:/ /www.urban.org/sites/
default/files | alfresco | publication-pdfs | 412107-Understanding-Early-Withdrawals-from-Retire-
ment-Accounts.pdf.

10 Ibid.

11 Argento, Robert, Victoria Bryant, and John Sabelhaus. 2015. “Early Withdrawals from Re-
tirement Accounts During the Great Recession.” Contemporary Economic Policy. Vol. 33. No. 1.
(January). P. 14. http:/ | onlinelibrary.wiley.com /doi/10.1111/coep.12064 | epdf.

12Munnell, Alicia H. 2015. “The Average Retirement Age—An Update. Center for Retirement
Research at Boston College.” Pp. 3—4. http:/ /crr.be.edu | briefs | the-average-retirement-age-an-up-
date/.

13 Social Security Administration. 2015. Annual Statistical Supplement, 2015. Table 6. B5.1.
https:/ |www.ssa.gov [ policy [ docs [ statcomps [ supplement [ 2015 | 6b.html.

14See, Board of Governors of the Federal Reserve System. Financial Accounts of the United
States: Fourth Quarter 2016. P. 138. March 9, 2017. http:/ /www.federalreserve.gov [ releases/z1/
Current/z1.pdf. Home equity is equal to total household real estate less total home mortgages,
as calculated by the Board of Governors of the Federal Reserve System.

15See, Investment Company Institute. 2016. Report: The U.S. Retirement Market, Fourth
Quarter 2016 (xls). Table 1. March 22, 2017. https:/ /www.ici.org [ research | stats | retirement. Re-
tirement savings include assets in DC plans and IRAs.
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percent.1®6 Federal tax policy worsens this problem by promoting mortgage
debt. Mortgage interest payments are usually deductible for taxpayers who
itemize. Ultimately, holding mortgage debt in retirement limits retirees’ ability
to tap home equity and is among the many considerations that Americans need
to understand as they make decisions about their own savings and retirement.

5) Many Americans lack financial capability. Financial capability is defined
as the knowledge, ability, and opportunity of all individuals to manage their
personal finances. It is more important now than ever, as workers are increas-
ingly responsible for their own retirement security. Unfortunately, too many
Americans struggle in this area. A 2014 study found that 23 percent of
Millennials and 19 percent of Gen-Xers spend more than they earn, and only
about one-third of each group has set up a rainy-day fund.l” In addition, Amer-
icans fare poorly on assessments of financial literacy.

6
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Social Security is facing a significant financial shortfall and needs
modernization. Social Security is the foundation upon which Americans
across the economic spectrum build their retirement. While the program con-
tinues to serve as an essential safety net for nearly all American workers, its
financial troubles put that position at risk. Under current projections by the
program’s trustees, the OASI Trust Fund—which pays benefits to older Ameri-
cans, their dependents, and their survivors—is projected to be exhausted by
2035.18 At that point, beneficiaries would face an across-the-board benefit cut
of 23 percent.1® While that may seem far off, Social Security is already paying
out more in annual benefits than it collects in taxes. Waiting to address this
shortfall increases uncertainty for beneficiaries and makes the policy fixes
more difficult.

Though these challenges are indeed daunting, our commission put forth a com-
prehensive package of recommendations to improve retirement security for all
Americans, focusing on the six broad challenges described above.

To expand access and make it easier for individuals to save for retirement, we
propose several solutions. Generally, our strategy is to reduce the burden on small
businesses and simplify the process of providing retirement benefits to employees,
incentivize enrollment in workplace retirement savings plans, and create a national
minimum-coverage standard that would require all businesses with at least 50 em-
ployees to offer their workers some form of workplace retirement savings option.
Our modeling shows that such changes would increase savings among middle class
Americans by 50 percent once fully phased in.

Enhancing retirement saving opportunities is critical, but planning for retirement
should never be considered in a vacuum. Retirement security is inextricably linked
to everyday financial security decisions during one’s working years. Americans need
to increase their personal savings so that they are better positioned to handle emer-
gencies and major expenses, and when appropriate, purchase insurance against the
vicissitudes of life. Insufficient short-term savings can lead workers to draw down
their retirement accounts, incurring taxes and (often) penalties. This “leakage” of
retirement savings—while it might address an immediate financial squeeze—jeop-
ardizes many Americans’ long-term retirement security. To address this issue, we
recommend allowing employees to be automatically enrolled in multiple savings
accounts—a standard checking account for short-term savings and a tax-preferred
retirement account. We would also reform the regulations surrounding retirement
accounts to further deter preretirement withdrawals.

Once workers reach retirement, they face the daunting prospect of making their
savings last for the rest of their lives. With Americans increasingly living into their
80s and 90s, this challenge has only become more difficult. By clearing regulatory
barriers to lifetime-income options for retirees and encouraging Americans to claim

16 Board of Governors of the Federal Reserve System. 2014. 2013 Survey of Consumer Fi-
nances. hitp:/ /www.federalreserve.gov/econresdata/scf/scfindex.htm. Housing-related debt is
defined as debt secured by one’s primary residence.

17 Mottola, Gary R. 2014. “The Financial Capability of Young Adults—A Generational View.”
FINRA Investor Education Foundation. http://www.usfinancialcapability.org/downloads/
FinancialCapabilityofYoungAdults.pdf.

18The Congressional Budget Office expects the OASI Trust Fund to be exhausted in 2029—
six years sooner than the projection of the trustees.

19 Committee on Ways and Means. 2016. “The 2016 Annual Report of the Board of Trustees
of the Federal Old-Age and Survivors Insurance and Federal Disability Insurance Trust Funds.”
U.S. House of Representatives. 114th Congress. H. Rep. 114-145, P.6. https:/ /www.ssa.gov/
OACT/TR/2016/¢r2016.pdf.
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Social Security benefits later to maximize their incomes, our recommendations
would ensure that fewer retirees outlive their savings.

To diversify Americans’ options for retirement income, our proposals would make
home equity more readily available for retirement needs. We discourage the use of
home equity for preretirement consumption by removing the deduction for interest
on second mortgages and other lines of credit that reduce home equity before retire-
ment. We also recommend expanding awareness of Federal Housing Administration
(FHA)-insured reverse mortgages and establishing a low-dollar reverse-mortgage
pool, allowing retirees to tap into a smaller portion of their home equity without
incurring the large fees that accompany larger loans.20

Increased use of IRAs, 401(k)s, and other defined-contribution accounts means
that today’s workers have more responsibility for managing their personal finances
than previous generations. To improve Americans’ financial knowledge and better
equip them to manage their own finances, we recommend expanding personal finan-
cial education at all ages and stress the importance of “just-in-time” interventions,
in which individuals are provided with important information at the moment that
they are making major financial decisions.

Finally, no discussion of retirement policy would be complete without addressing
the significant challenges that face Social Security. Our package would avoid the 23
percent cut that is set to take effect and give Americans certainty about what to
expect in benefits from the program as they prepare for retirement. The Chief Actu-
ary of Social Security found that our plan would achieve “sustainable solvency,”
meaning that the program’s reserves would be increasing even after 75 years. We
achieved this outcome through a balanced package of revenue increases and benefit
savings. Our policies include gradually increasing the payroll-tax rate, raising the
amount of income subject to Social Security taxes, very gradually raising the full
retirement age, and using a more-accurate measure of inflation for Social Security’s
annual cost-of-living adjustments. But what I am most proud of is the enhance-
ments that we were also able to make for the most vulnerable beneficiaries, includ-
ing surviving spouses and low-income workers. These groups would see dramatic
increases in benefits, which is why the Urban Institute found that our package
would reduce elderly poverty by 30 percent in just 20 years.2!

To achieve agreement, the commission voted on these recommendations as a pack-
age, not as individual policies. My fellow commissioners and I continue to believe
that, taken as a whole, these policies represent the most comprehensive, bipartisan
proposal to reform U.S. retirement policy for the benefit of all Americans.

Based on the interests of this Committee, there are a few policies I would like
to highlight that might be particularly ripe for near-term action:

Establish simplified Retirement Security Plans for small businesses. To
expand access and make it easier for individuals to save for retirement, the commis-
sion recommends creating new Retirement Security Plans that would dramatically
simplify the process of offering automatic enrollment plans for small businesses.22
These plans would allow employers with fewer than 500 workers to band together
and form well-run, low-cost retirement plans that defuse administrative expenses.
Responsibility for operating and overseeing these plans would fall to a third-party
administrator that would be certified by a new oversight board designed to protect
consumers from bad actors. A similar proposal (entitled “pooled plans”) was included
in the Retirement Enhancement and Savings Act of 2016, which was unanimously
reported out of the Senate Finance Committee on a bipartisan basis.

Allow employers to enroll employees in multiple savings accounts. To help
ensure that retirement savings last until retirement, we believe that employers
should be able to automatically enroll their employees into two accounts—one meant
for retirement savings, another for short-term savings. By building up these rainy-
day savings, individuals might be less likely to raid their retirement savings in the
event of an unexpected emergency.

Incentivize retirement savings for young workers. To help build a culture
of savings and improve the financial resilience of American families, we propose a
new Starter Saver’s Match, which would replace the existing Saver’s Credit for indi-
viduals under the age of 35. The current Saver’s Credit reduces the income-tax bur-
den for lower-income individuals who contribute to retirement accounts, but the
credit is not refundable, meaning that individuals with no income tax liability can-
not benefit from it. The Starter Saver’s Match would instead be a refundable credit

20 Please see page 69 of our report for our full recommendations on facilitating the use of
home equity for retirement consumption.

21 Please see page 78 of our report for our full recommendations on strengthening Social Secu-
rity’s finances and modernizing the program.

22 Please see page 39 of our report for more information about Retirement Security Plans.
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of up to $500 deposited directly into the claimant’s retirement account. This change
would better encourage younger workers with lower wages (those who are least like-
ly to save on their own) to start saving for retirement. It would also maximize the
Goverzr;ment’s “bang-for-the-buck” by allowing the invested match more years to
grow.

Facilitate the establishment of a Retirement Security Clearinghouse to
improve portability. Many savers face the problem of having several retirement
accounts scattered among their previous employers. For this reason, we recommend
the creation of a Retirement Security Clearinghouse to ease the process of consoli-
dating accounts.

Encourage plan sponsors to integrate easy-to-use, sophisticated lifetime-
income features. Including lifetime-income options can be a complex endeavor that
entails concerns about fiduciary liability; in addition, businesses often have to invest
significant time and resources to develop lifetime-income features. We recommend
providing limited protection for fiduciary liability, modifying regulations, and giving
additional guidance to plan sponsors that wish to incorporate lifetime-income op-
tions within a DC plan.24 These developments could have a similar effect for life-
time-income solutions as the Pension Protection Act of 2006 had for retirement plan
auto-features. Removing barriers to auto-enrollment and auto-escalation, as well as
providing limited protection from fiduciary liability for the use of qualified default
investment alternatives, increased substantially the number of plan sponsors that
implemented auto-features. The lifetime-income field is ripe for comparable changes.

Accurately reflect retirement tax policy changes in the budget process.
Last but certainly not least is an issue that I know well from my years chairing
the Senate Budget Committee. As tax reform discussions progress, the tax treat-
ment of retirement savings accounts appears to be on the table. In particular, some
have proposed moving all traditional tax-deferred retirement plans (such as 401(k)s
and IRAs) to an after-tax Roth system in order to create “budget savings” in the
10-year window. However, the current scoring system significantly overstates the
costs of tax-deferred accounts and understates the cost of Roth accounts. We rec-
ommend changing the scoring of these tax provisions to a system that would score
both types of accounts on an equal basis.2> I would encourage caution among policy-
makers when considering dramatic changes to retirement policy for tax policy pur-
poses. Hundreds of billions of dollars are saved in these retirement accounts every
year and the tax incentives play a significant role in this system. While debating
the merits and structure of retirement tax preferences is certainly appropriate, hast-
ily overhauling them without due consideration for the impact on American savers
could ser&/e to worsen the retirement security predicament about which we are all
concerned.

Conclusion

I am encouraged that the issues of savings and retirement security have attracted
bipartisan interest among not only members of Congress, but also business leaders,
the media, the Administration, and the States, as well as from candidates seeking
public office. I hope that the work of our commission can inform these efforts and
can contribute to meaningful action by individuals, businesses, and governments to
improve the economic well-being of all Americans.

Thank you for inviting me to be here today, and I look forward to answering your
questions.

23 Please see page 53 of our report for more information about our Starter Saver’s Match.

24 Please see page 61 of our report for our full recommendations on Lifetime-Income Options.

25 Please see page 51 of our report for more information about our recommendation on chang-
ing congressional budget-estimation rules for retirement tax expenditures.
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Good afternoon, Mr. Chairman, Ranking Member Heitkamp, and Members of the
Subcommittee:

It is an honor to be invited to testify before this Subcommittee and its distin-
guished Members. Moreover, it is a privilege to testify alongside former-Senator
Kent Conrad. I congratulate the Subcommittee on its interest in creating a sustain-
able and viable retirement system for the 21st century.

My testimony today is divided into three parts. In the first, I look at the history
of Federal policy with respect to the economic security of the American people, how
that policy changed in response to changing economic conditions, and how our cur-
rent set of retirement programs and policies emerged from these changes. In the
second section, I draw the Subcommittee’s attention to the ways in which the eco-
nomic changes our country is currently undergoing are deep enough and pervasive
enough to require fresh thinking about economic and retirement policy. Finally, I
offer some suggestions that I hope will assist the Subcommittee’s distinguished
Members as they work to craft novel retirement security policies for an approaching
economic order while preserving programs like Social Security that remain essential
to the economic security of older Americans.

The American Dream & Government

Many believe that the Federal Government’s promotion of the economic security
of the American middle class is a relatively recent development, dating back to
Franklin Roosevelt and the New Deal. This is far from the truth. From the revolu-
tionary period to the present day, American presidents and congresses have worked
to develop policies and laws that promote the American Dream—to help the Amer-
ican people build dignified and secure lives through hard work. Our understanding
of the American Dream has changed over the centuries, and successive generations
have changed the methods by which they seek to promote the common welfare, but
the prosperity and the security of the American people has remained at the center
of national policy from the time of George Washington into the 21st century.

For much of our history, the majority of the American people earned their living
in agriculture. In the 18th century, farmers comprised approximately 90 percent of
the American labor force. Only in the 20th century did the percentage of agricul-
tural workers fall significantly below 50 percent of the labor force. For both Amer-
ican citizens and the immigrants drawn to our shores, the American Dream at this
time meant a freehold family farm; elected officials understood that the opportunity
to own a farm was what constituents most wanted, and they made it their business
to ensure that Federal policies supported that goal.

Politicians also understood that the independence and security of family farming
was the foundation of the American political system. Political theorists like Thomas
Jefferson believed that independent free farmers made the American democratic
system possible. Freed from the servile dependency that characterized so much of
peasant agriculture in Europe, and trained in the habits of responsibility and hard
work by the requirements of property owning, American farmers could be safely en-
trusted with the choice of elected officials. Federal support for the independence and
prosperity of farmers was not just in the country’s economic interest; such support
strengthened the foundations of American society in line with Jefferson’s belief that
“Agriculture . . . is our wisest pursuit, because it will in the end contribute most
to real wealth, good morals, and happiness.”

Indeed, the Land Ordinance of 1785 and the Northwest Ordinance of 1787, both
of which were adopted by Congress before the Constitution was signed, already en-
visioned a future of independent, yeoman farmers in early America. These ordi-
nances helped create a system that organized the sale of Federal land west of the
Appalachians to private citizens, and remain a basis of the Public Land Survey Sys-
tem and the Bureau of Land Management that we know today.

The Federal Government continued to promote the establishment of the family
farm throughout the 19th century with a full range of economic, diplomatic, and
even military policies. President Jefferson’s Louisiana Purchase opened up over
800,000 square miles of land for Americans to settle. The 1862 Homestead Act gave
away millions of acres of land to settlers who were willing to brave the treacherous
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westward journey and settle in the interior.! The early diplomatic emphasis on gain-
ing free access to the Port of New Orleans for western farmers, like the later pro-
motion of railroads to open up the vast western territories, was designed to ensure
that farmers in the remote American interior were able to sell their goods on world
markets. The establishment of land grant colleges at the end of the 19th century
sought to both train young farmers and to conduct important research into new
farming methods. Taken together, these policies, among others, formed what might
be called the “Green Model’—a coordinated Government effort to provide Ameri-
cans, who lacked opportunities to own large tracks of farmland on the coast, with
the ability to seize the 19th century American Dream if they moved to the interior.

By promoting land ownership at low cost and encouraging agricultural education,
the Green Model sought to deliver for Americans the unique financial and societal
security that a family farm could provide. Besides the revenue and sustenance from
working the land, family farming helped Americans accumulate wealth. Addition-
ally, family farms provided for retirement. Grown children could continue tending
the land while taking care of their elderly parents, or the family farm could be
rented or sold, providing an income for farmers who could no longer work the land
for themselves.

The security provided by the family farm began to erode in the late 19th century.
As more settlers took advantage of Green Model land policies, the remaining unset-
tled land became ever more marginal. At the same time, a more competitive, large-
scale, and capital-intensive farming model emerged, which gradually made family
farming riskier and less rewarding. The share of farmers in the labor force declined
from approximately 64 percent in 1850 to 27 percent in 1920.

As the American economy shifted away from American agriculture and toward
factories and mines, Americans experienced growing inequality and uncertainty be-
tween 1865 and 1900. Following the Civil War, portions of American society clung
to the Green Model way of life even as the rural economy fell behind the manufac-
turing economy of the great cities.

Farmers lobbied for Federal assistance to achieve ‘parity’ with urban workers, but
the relative decline of the agricultural economy continued. While pro-farm policies
aimed to preserve Jefferson’s idyllic vision of a Nation of yeoman farmers, these
policies were no match for larger economic trends that were recasting American so-
ciety as well as the economy.? It became increasingly clear that the Green Model
could no longer serve as the ordering principle for Federal policy, but the dynamics
of the new economy were not well understood and its full wealth creating potential
had not yet been realized.

As the twentieth century witnessed a clear transition from an agricultural to an
industrial era, a new version of the American Dream appeared and a corresponding
Federal policy model began to take shape. Teddy Roosevelt capitalized on wide-
spread calls for reform and ushered in a new kind of politics. Past presidents made
history by opening new land for settlement; Theodore Roosevelt made history by
protecting Federal lands from settlement and establishing our system of national
parks. Franklin Roosevelt’s New Deal policies further advanced the evolution of a
new system tailored to an urban society with a manufacturing economy.

The process of transition was a slow one, with many setbacks and upheavals, but
by the 1950s, a new and stable social system had emerged. Americans had learned
to manage the forces of industrialism, to regulate the power of finance, and to use
the vast resources which an industrial society creates to address the unprecedented
social problems that the rise of the modern city and the modern factory system
brought into being. In post-World War Two America, both blue-collar and white-col-
lar workers increasingly had stable, lifetime jobs in a growing economy. Within this
new economy, high school graduates were essentially guaranteed lifetime employ-
ment in a job that, at a minimum, provided a comfortable, lower middle-class life-
style. Likewise, college graduates could expect an equally secure future with an
even greater standard of living.

The new economy led to a new American Dream. Americans no longer dreamed
of owning a family farm, rather they dreamed of owning a suburban home accom-
panied by a consumer lifestyle. To ensure that Americans willing to work for it
could have that dream come true, the United States Government created a novel

1Tt is important to note that, although the Homestead Act essentially provided free land to
settlers, the westward journey inflicted heavy physical, emotional, and fiscal costs on settlers.
It would be incorrect to view the Homestead Act as a handout.

21t is worth noting that a disproportionate number of policies seek to aid American farmers
today despite the fact that less than 2 percent of the American labor force works in agriculture.
1(\)4n((e1 clan argue that these policies harken back to Jefferson’s vision of America and the Green

odel.
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policy system during the 1950s and 1960s—a set of policies and practices sometimes
called the “Blue Model.” New transportation measures, like the Federal Aid High-
way Act of 1956, aimed to link cities and employment centers with cheap, suburban
housing, so that geography would not prevent Americans from achieving the new
American Dream. Likewise, 30-year mortgages with low interest rates allowed
lower- and middle-class Americans to own suburban homes and accumulate wealth.
Tax advantages for the municipal bond market allowed American cities and towns
to build the infrastructure the new suburbanites wanted at an affordable cost.

The United States Government demonstrated its commitment to promoting oppor-
tunities for working Americans. While Blue Model policies differed significantly
from those of the Green Model, both models aimed at the same goal—to provide as
many Americans as possible with the opportunity to realize the American Dream
in accordance with the economic and societal conditions of the time. Neither model
sought to accomplish this goal through ‘handouts’ or guaranteed outcomes. Rather,
they provided Americans with the ability to accumulate wealth through hard work.

Sadly, both the Green Model and the Blue Model developed policies to the exclu-
sion or even the detriment of American minorities and particularly African Ameri-
cans. American slavery and the share-cropping era under Jim Crow meant that free
black farmers were virtually absent from the independent yeoman-farmer vision of
Jefferson and his 19th century successors. In the 20th century, red lining prevented
many African Americans from attaining the financial security and independence of
home ownership, while New Deal programs often excluded domestic workers, wait-
staff and farm-hands—occupations that were disproportionately held by minorities
or women. Nonetheless, for a large majority of Americans, these policies contributed
to the enormous growth of economic prosperity of 19th and 20th century America.

Retirement policy was one of the areas in which policy had to change in response
to new conditions. Factory jobs did not provide the same kind of economic security
that farm ownership did. Especially in the early years of the factory system, and
again during the Depression, many ordinary working people lacked the ability to
save for retirement, but the factory system was unforgiving.

Like the Green Model, the Blue Model began to fail over time. As foreign manu-
facturers recovered from the devastation of World War II, German and Japanese
companies challenged complacent American firms.

In this new and often more challenging environment, companies had to become
more flexible. Industry became more competitive, private-sector managers shed bu-
reaucratic habits of thought, and defining characteristics of the economy, like life-
time employment and defined benefit pensions, began to disappear. Additionally, the
combination of low-wage competition from the developing world and automation in
advanced country manufacturing began to cut into manufacturing employment in
the United States. The process of change started in the 1970s; in subsequent dec-
ades it became clear that the global economy, and the American economy with it,
were caught up in a process of transformation as dramatic and far reaching as the
industrial revolution itself.

A New Economic Revolution

Americans today are caught up in a whirlwind of change, and most basic assump-
tions on which our social policy are based are coming under challenge. Old jobs and
old industries are disappearing, and new ones are sometimes frustratingly slow to
emerge. Wages for many workers have stagnated as well paid jobs, especially in
manufacturing, become scarcer. The percentage of nonfarm workers in manufac-
turing has declined from a World War II-high of approximately 38 percent to ap-
proximately 8.6 percent in 2016, and many clerical jobs have also disappeared.

New technology and competition also have pushed out, and will continue to push
out, many legacy 20th century employers and the jobs and job security they provide.
For example, nearly 88 percent of the employers featured on the 1955 Fortune 500
list did not make the 2014 Fortune 500 list. The rise and fall of companies like
Blockbuster highlight the pace and intensity of change in the 21st century economy.

In addition to the decline of stable companies and the lifetime assurance of stable
employment that they brought, the traits that define jobs today vary significantly
from the traits that defined mid-20th century jobs. Workers today are no longer
guaranteed long careers with a single employer or within a single industry, nor do
many of them want to be confined by a lifetime job, and the percentage of the labor
force employed by the same company for 20 years or more continues to decline.

Workers today, especially millennial workers, are more likely to “job hop” than
past generations. According to the employment-based, social networking website
LinkedIn, “the number of companies people worked for in the 5 years after they
graduated [from college] nearly doubled” from 1.6 jobs in 1986 to 2.85 jobs in 2010.
Polling data has also shown that millennials view job hopping more favorably than
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other generations. Gallup found that 60 percent of millennials are open to a new
job opportunity (as compared to 45 percent of nonmillennials) and that millennials
are the “least engaged generation in the workplace.”

The advent of the technologically facilitated gig economy also has added to the
high level of “churn” in the workplace today. The McKinsey Global Institute esti-
mates that between 20 and 30 percent of working-age Americans currently partici-
pate in the gig economy. As apps and websites like Uber, Lyft, Airbnb, TaskRabbit,
Ebay, and Etsy have become commonplace in our society, there has been a growing
acceptance of gig jobs. Indeed, out of the 68 million independent workers in the
United States, McKinsey estimates that 72 percent of them chose to be independent
workers. As technology continues to engrain gig work into the ethos of American
workers—especially younger workers—I believe that gig work will contribute to an
increased restlessness in the future workplace and could well become a defining
characteristic of the information era.

The structural employment changes that have taken place in the information era
have coincided with important societal changes. Americans have a dramatically dif-
ferent concept of retirement than previous generations. American living standards
and life expectancy have increased. (In 1935, American average life expectancy was
61 years; by 2016 it had risen to 78.) Now, Americans need enough retirement in-
come to facilitate an active lifestyle defined by travel and leisure. Historically, many
people saved to avoid poverty in old age; Americans want more out of their later
years—but neither as individuals nor as a society are we making the choices that
can sustain these expectations.

At the same time that Americans expect to spend more years, and more active
years, in retirement, they are increasingly delaying their entry into the world of
work. In 1900, many Americans went to work after eight or even fewer years of for-
mal schooling; more and more young Americans today spend 16 or more years in
education before they begin their life’s work. In 1935, many Americans entered the
workforce at 15, stopped working at 60, and died soon thereafter. Today, many don’t
enter the workforce until they are almost 30, retire between 65 and 70, and live
for 15 to 25 years longer. In 1935, Americans spent almost 75 percent of their lives
in the workforce; today, we are only in the labor force for about 50 percent of our
lifespan, but the income from those years must support the costs of child-raising and
thelcosts of a long retirement. As a people, our savings patterns do not reflect these
realities.

In the long run, this pattern cannot be sustained. We must either save more,
work longer, or consume less in retirement. Yet even as we contemplate this uncom-
fortable reality, many Americans feel their choices are constrained. Stagnant or fall-
ing wages make it harder for many families to save. The costs of college continue
to rise, and ‘degree inflation’ means that more students must spend more years in
school—during which time their parents, instead of saving to fund their own retire-
ment, must struggle to support their children in school. Rising healthcare costs
continue to press on family budgets. As employers shift insurance costs onto the
workforce, and as more gig workers and self-employed people buy insurance in the
individual markets, Americans often have a harder time setting money aside for old
age.

Two-hundred-fifty years of American history tells us that the Federal Government
cannot and will not remain indifferent to the difficulties of the American middle
class. But in both agrarian and industrial America, the Government found ways to
give an assist to hardworking Americans seeking to build stable and prosperous
lives, rather than providing handouts and creating dependencies. Providing a policy
framework so that young people could clear the land and start a farm is very dif-
ferent from creating a lifetime income entitlement; supporting the development of
a financial system and transportation network so that young families could buy
their own homes is very different from offering each citizen a housing voucher.

The question for retirement policymakers in this time of transition isn’t, or
shouldn’t be, how to give Americans a retirement that they can’t afford. It is how
to set up a system that makes it possible for hardworking Americans to build the
kind of future they want through their own efforts.

A New Vision for Retirement

Today, we are caught between an old system that is getting less effective and a
new one that is still developing. This is not, of course, just true for the retirement
system; it is true of the economy and society at large. But the retirement crisis is
rapidly becoming one of the most serious and damaging consequences of the decay
of American social order, and the outdated assumptions on which the retirement
system relies make matters worse. To put it simply: Our three-legged retirement



38

system—public savings (i.e., Social Security), employer-provided retirement plans
(e.g., pensions)—and private savings and investments—are failing Americans.

It is important to remember that Social Security was never intended to serve as
the only source of retirement income for older Americans. Social Security payments
were to be supplemented by employer pensions and from individual savings and in-
vestments. While Social Security faces some financial challenges, the real problem
we see today is that the other two legs of the system are in much worse shape. In-
creasing numbers of American workers face a future in which Social Security is
their only significant source of income in retirement; this places a burden on Social
Security, and on the Federal treasury, that will be difficult to bear.

In the Blue Model era, the idea was that for more and more workers, employer-
provided pensions would supplement Social Security. From the 1930s to the 1960s,
the percentage of workers covered by employer-provided pensions tied to length of
service tended to rise. This system fit the needs of a workforce that looked to stable,
long-term employment from big business and stable nonprofit employers like hos-
pitals and State and local governments. But as the economy began to change, the
private pension system came under increased stress. The percentage of workers cov-
ered by employer plans began to decline, and the plans themselves tended to become
less generous and less secure.

At the same time, the third leg of the stool, personal savings and investments,
is also under stress. Stagnating wages and the rising costs of raising children make
it hard for families to save. As Americans delay starting families and raising chil-
dren until later in life, parents are older when their children start college, and there
are fewer ‘empty-nest’ years in which parents, free at last from the financial respon-
sibility of raising their children, are able to focus on funding their own retirements.

Policymakers have, of course, been aware of these problems, and the last few dec-
ades have seen a number of initiatives, like the rise of 401(k) programs and the IRA
system, to strengthen private pensions and personal savings. Thanks to these pro-
grams, a significant number of Americans have more assets for retirement than
would otherwise be the case. But those programs have not lived up to the hopes
that were placed in them. Only 58 percent of workers today, for example, have ac-
cess to employer-based retirement plans. Of that 58 percent, fewer than half partici-
pate in these plans. At the same time, only 10 percent of workers contribute to pri-
vate savings plans like IRAs, which were meant to help augment employer-provided
retirement plans and Social Security.

As a result, we now face a retirement problem that is both serious and complex.
More and more Americans are approaching retirement age without having the sav-
ings needed for the kind of retirement they want. Moreover, the millennial genera-
tion is currently set on a dangerous course that would make this generation even
less well prepared for retirement than their parents and grandparents.

Clearly, our programs for employer-based retirement systems and for encouraging
private savings have not accomplished what we hoped they would do. We must
think more deeply and act more decisively to create a system that will work in the
new economy taking shape around us. The paradigm is shifting and we must shift
with it. Just as policy made at the end of the 19th century could not fully account
for the needs of the 20th century economy, our new policy model will have to adapt
to the profound changes we now face.

While these failures owe something to larger social challenges (hard pressed fami-
lies are less likely to set money aside for future needs even if such savings are tax-
advantaged), there are some ways in which our retirement programs don’t align well
with the emerging new economy. In particular, the link between the employer and
the individual was at the center of Blue Model era social policy. Firms were ex-
pected to provide defined benefit pension plans and promote personal savings, even
as firms were expected to handle health care, tax collection, and a variety of other
social missions.

With the end of lifetime employment and the shift to a job hopping and gig econ-
omy—to say nothing of the decreased stability of many larger firms in an era of
global competition and rapid technological change—the employer is losing the capac-
ity to act as the intermediary between the individual worker and Government, while
simultaneously being the locus for Government mandates, tax collection, and social
policy. For retirement policy especially, the focus needs to be on the individual rath-
er than the employer. Employees will have many employers over the course of a ca-
reer and, often, many income streams at the same time. The same person may si-
multaneously be a full-time employee in one job, a part-timer in another, while
moonlighting as an Uber driver, renting out a spare bedroom to travelers, or selling
goods on eBay. Such a worker still needs to think about retirement, and still has
taxes to pay, but there is no single employer who plays a role in this person’s life
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comparable to that of, say, General Motors in the heyday of the old industrial
system.

Small businesses and the self-employed are particularly poorly served by the cur-
rent system. These businesses and workers often do not have the time or resources
needed to scour the marketplace to find the savings plans best suited to their needs.
Nor do employers have the capacity or resources for the complex and often expen-
sive work needed to comply with various Government mandates about how retire-
ment plans work. This has created a perverse economic reality, in which saving for
retirement has become a perceived benefit of working for a large corporation that
is less attainable for small businesses and the independently employed.

At the same time, we need to understand that the retirement crisis is part of a
larger problem of savings. Young workers may not be focused on retirement savings
because more urgent needs preoccupy them: student loan repayment, savings for a
down payment, healthcare costs, and so forth. We cannot look at retirement savings
in isolation from the other economic challenges facing Americans today.

What I propose below is intended to stimulate new thought on the Committee and
elsewhere as a new generation of Americans rethinks the foundations of our social
contract and economic system. After looking at what a new approach to retirement
and related issues might look like, I also offer some suggestions about how we can
help members of the ‘bridge generations,” people caught up in the transition from
the old system to a new one, cope with the challenge of retirement given the finan-
cial issues they face.

There are, I believe, two basic things we need to do: first, to begin shifting the
tax collection onus and the retirement savings apparatus from employers to private-
sector financial institutions. At the same time, we need to blend retirement savings
with other forms of savings, so that Americans have multiple, clear-cut avenues to-
ward wealth accumulation in the information era. The creation of a flexible and
multifaceted retirement savings system that better aligns with our current and
near-term economic conditions and can adapt to the unknown economic conditions
of the future will be critical to the 21st century success of the United States.

One way to move toward this goal would be to offer every American citizen and
Green Card holder the ability to open an account known as an “American Mobility
Account” (AMA).3 These ‘one-stop-shop’ accounts would be managed and adminis-
tered with a financial institution, in which employers or independent workers would
deposit gross, pre-tax income. Financial institutions would collect and withhold the
variety of different taxes that businesses and contractors are currently required to
withhold, thereby shifting the tax collection onus from employers and the self-em-
ployed to third-party financial institutions. In addition to managing tax collection
and withholding, financial institutions would be able to provide a variety of Govern-
ment-regulated and tax-advantaged financial options within AMAs that promote re-
tirement savings and human capital formation.

With the introduction of AMAs, our tax regime would be better able to accommo-
date the increasing amount of gig work and job-hopping that I believe will take
place in the future. Since all earned income would be deposited into one AMA, an
individual could earn income from a variety of different employers, and have a
streamlined accounting process. For example, instead of multiple employers filing a
collection of W-2 and 1099 forms on behalf of an employee working several gigs,
the financial institution would be responsible for compiling all streams of earned in-
come and filing a single reporting form on behalf of the worker.

This system would benefit employers, workers, and Government. On the employer
end, AMAs would largely shift the accounting and compliance burdens from employ-
ers to financial institutions: an important change that would be particularly bene-
ficial for small businesses, the self-employed, and startups. Additionally, AMAs
would help workers comply with tax laws and simplify the task of tax preparation
while ensuring that they receive all benefits and credits to which they are entitled.
Finally, Federal, State, and local governments would benefit from the increased
transparency and accountability that AMAs would provide them. As part-time work
and multiple sources of income proliferate (e.g., combined income from Uber driving,
eBay sales, Airbnb rentals, etc.), tax collection will become more difficult and less
fair without reforms along these lines.

The ability to better accommodate self-employed workers who may play a defining
role in the 21st century innovation economy is another benefit of an AMA-centered
system. In many ways, our current retirement system hinders self-employment since

3“American Mobility Account” and the other, subsequent account names are merely descrip-
tive placeholders. Ideally, these programs would be swept into a simpler package, as the pro-
liferation of programs with complicated names, rules, and eligibility requirements itself becomes
a disincentive for individuals to participate.
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self-employed workers have to pay the regressive Self-Employment Tax of 15.3 per-
cent, which covers both the employee- and employer-end of the payroll taxes levied
against traditional businesses and their employees. While this high tax rate discour-
ages many individuals from pursuing self-employment opportunities, it incentivizes
others to avoid taxes altogether. Making AMAs cheap and easy to understand for
the self-employed population, enabling the holders of these accounts to benefit from
various tax savings and other programs, and increasing penalties for those who pay
self-employed individuals outside of the financial system will improve tax collection
and reduce monitoring and enforcement costs for the Government. (Such accounts
will also make it easier for the self-employed and gig workers to demonstrate their
creditworthiness by documenting their income, an important consideration for pro-
moting home ownership).

Additionally, to promote retirement savings, a Supplemental Retirement Account
(SRA) would be embedded within an AMA. A certain percentage of an AMA-holder’s
monthly income would be deposited automatically into the SRA. The deposited in-
come could only go toward saving for retirement, with all SRA holdings initially de-
faulted into a Roth IRA savings plan. AMA-holders would be able to opt out of their
monthly SRA deposits, change to a different retirement savings plan with different
tax preferences (e.g., a traditional IRA), or further diversify their SRA holdings into
several different savings plans.

An SRA would solve the issue of workers lacking access to employer-supported re-
tirement plans. Moreover, employers could be given tax incentives to encourage con-
tributing toward employee SRAs, thereby addressing some of the major issues with
current individual retirement savings accounts. Further, SRAs would reduce costs
for employers since they will no longer need to maintain retirement plans of their
own, thereby leveling the competitive playing field for small businesses and
startups. Means-tested Government programs to promote retirement savings for
low-income workers could also be more effectively and transparently administered
through the use of these accounts.

Finally, AMAs would promote human capital formation to augment the financial
security provided by retirement savings. For example, much like an SRA, a worker
could choose to deposit a certain percentage of his or her paycheck into an embed-
ded Human Capital Account (HCA). In turn, individuals could spend HCA monies
on certain items deemed important to enhancing individual financial security (e.g.,
job training, professional licensing, college education, etc.) in a tax-free or tax-pre-
ferred fashion up to a lifetime maximum limit.

The formation of human capital will be vital to growing wealth in the future. Giv-
ing Americans the opportunity to use savings to take the future version of today’s
coding class, for example, will be imperative to both their success and to the success
of the Nation, and is in line with past social policies like the creation of land grant
colleges during the Green Model years. Following the example of the very successful
Singaporean Central Provident Fund, the accounts can also contribute to wealth cre-
ation. Through its public social security scheme, which allows Singaporeans to fi-
nance the purchase of homes with retirement savings, the Singaporean government
has increased home ownership to 90 percent. A simple homeownership savings ac-
count option would encourage financially sustainable homeownership and wealth ac-
cumulation in the United States. During the housing bubble, well-intentioned law-
makers and officials tried to promote better access to home ownership by relaxing
the criteria needed to qualify for a mortgage. It would be much better policy to en-
courage home ownership by helping more people to qualify legitimately under exist-
ing, prudential rules.

In sum, the introduction of AMAs would better fit the current and future direction
of our 21st century economy. The transition would not happen overnight, and a vari-
ety of regulatory mechanisms and changes would need to be put into place to make
sure that this plan would benefit all Americans in a fair and transparent way. Fi-
nally, there would need to be incentives to encourage the adoption of AMAs among
employers, workers, and financial institutions, as an outright mandate would be too
disruptive in the near-term.

Reducing the Costs of Retirement

While the introduction of AMAs would help transition the United States from an
outdated, employer-based system and increase saving for retirement, the reform is
primarily geared toward younger and future generations of workers. In order to en-
hance retirement security for Americans, policymakers must enact reforms that help
older generations of workers successfully retire during the transition.

On the front end, we should allow workers later in their careers to accelerate
their savings. It is human nature to postpone thinking about retirement, and, in
any case, younger people often have more immediate needs, whether this involves
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paying off student loans, buying a home, or caring for their children. Older workers
often have more discretionary income, fewer calls on their resources, and a greater
focus on the need to save for retirement. Government policy should aim at creating
more tax deferred savings opportunities for these people. It is good social policy to
encourage savings, and greater savings equate to retirees being better prepared to
handle retirement costs. Current policy allows older workers to accelerate their con-
tributions to retirement plans; those allowances should increase.

Many seniors today are not only physically capable of working longer, but they
also want to work longer as they find work fulfilling and intellectually stimulating.
Advances in medicine and in technology, such as driverless cars and enhanced
telework capabilities, will make it easier for older generations of Americans to con-
tinue to work well into old age. To encourage more capable seniors to work longer,
the Government should eliminate the Social Security Payroll Tax for seniors and
delay the age requirement (generally 70 Y2-years old) that triggers mandatory with-
drawals from retirement savings plans. To increase the attractiveness of tax de-
ferred savings plans to lower income Americans—those who have the hardest time
saving for retirement and most need the financial security that those savings pro-
vide—income from tax-deferred investments below a certain (low) threshold should
also be tax free.

Government could also enhance the menu of retirement options available to sen-
iors who cannot or do not want to work longer. Promoting retirement abroad, where
income that can barely cover a trailer home in Florida can equate to a luxury condo-
minium in Costa Rica or Mexico, is an easy way to give seniors comfortable retire-
ments. Today, Medicare does not cover health care received abroad, except for in
an extraordinarily limited set of circumstances. This lack of healthcare coverage is
a major barrier to retiring abroad. Though health care and prescription drugs can
be far cheaper in Latin America and the Caribbean (LAC), serious illness is a finan-
cial issue anywhere, and, as younger and active retirees become older and more
frail, they often have to return to the United States to obtain better services, which
hinders permanent and/or semipermanent retirement abroad.

Helping seniors move to countries where costs are low could reduce Medicare
costs and give seniors more choices during the transition from the Blue Model re-
tirement system to a new retirement system. To that end, the Federal Government
should smooth the path for seniors looking to retire abroad. Congress should pass
legislation to allow Medicare to cover eligible seniors using certified, inspected, and
qualified providers. Medicare payments should be lower to these providers, reflect-
ing different cost levels.

Conclusion

Much as they did during the transition from the Green era to the Blue era, Amer-
icans find themselves at an important, historical inflection point. Like the Industrial
Revolution, the Information Revolution has disrupted the economy in unpredictable,
complex, and far-reaching ways. Not all of the changes to come can be predicted or
understood today, but there i1s an immediate need to craft policies to account for
those changes we can discern before the consequences of the failures of the current
system become unbearable. Adopting a system of retirement policies that shifts the
burden of taxation and collection from employers to financial institutions while pro-
tecting the retirement security of those caught in the gap would do much to promote
the emergence of a dynamic new form of the classic American Dream in the 21st
century.
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Letter from the Co-Chairmen

Afarge segment of Americans struggle to save for any purpose. Millons are anxicus about their preparation for retirement as well as their difficulty
accumulating a savings cushion for short-term unexpected neads. Paficymakers are concerned about the consequences of insufficient retirement
savings for individuals, famifies, and the nation. Recent economic headwinds — stagnating wages and weak economic growth —

have heightened these anxieties.

The nation’s retirement system has many strengths, butitis also experiencing challenges. Retirement and savings policies have evalved over the
decades into a true public-private partnership. Assets in workplace retirement savings plans and Individual Retirement Accounts (RAS) have
grown dramatically over the ltast four decadss, but too many Americans are still not preparing adequately. Social Security remains the base of
financial supnort in old age for most Americans, yet the program faces substantial financing problems. A long history of bipartisanship buit these
systems to promote savings and improve retirement security, but much work les ahead.

To address these challenges, the Bipartisan Policy Center faunched the Commission on Retirement Security and Personal Savings in 2014, Over
the last two years, our 19-member commission has carefully reviewed the issues and explored many potential approaches to boost savings and
strengthen retirement security.

Members of the commission possess considerable expertise about the U.S, retirement system — including Social Security, emplayer-spansored
retivement plans, and personal savings. They have a variety of backgrounds and relevant experiences, including operating businesses and
sponsoring employee-benefit plans, administering state and federal government agencies, serving as efected officials, advocating for workers,
advising large companies on their retirement plans, and conducting research on savings and retirement policy. We thank thern for their
commitment and wilingness fo find common ground.

No relevant policy idea was off fimits. Commissioners considered many ways to bulld on strengths and address weaknesses in savings and
retirement security. Our defiberations benefited from extensive modeling simutations, conducted for us by the Urban Institute. They showed the
impact of various policies on savings and income for ofder Americans. Results of these simulations are included throughout the report.

All commissioners came to the Social Security discussions with strongly feld views. Therefore, not surprisingly, our Sociat Security negotiations
were particularly challenging. In the interest of encouraging campromise and informing the public debate, the commissioners operated under the
restriction of a roughly 50-50 balance between increased revenues and changes to benefits in future vears. Not all commissioners agree with this
constraint. Some want proposals with more revenues, while others prefer greater changes to benefits compared to current policy. Nevertheless, afl
signatories to the recommendations agree that if the constraint of a 50-50 balance between increased revenues and changes o benefits in future
years is adhered to, then the Social Security package put forward by the commission is a balanced, effective and good set of proposals.

We are encouraged that the issues of savings and retirement security have attracted bipartisan interest among business leaders, the
media, elected officials in Congress, the administration, and the states, as well as from candidates seeking public office. We hope that
the commission's recommendations will contribute to meaningful action by individuals, businesses and government to achieve a secure
retirement future for all Americans.

Sincerely,
v/
Z g Lo
¥
JAMES B. LOCKHART 1 KENT CONRAD
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Executive Summary

Retirement chalfenges dominate meia headtines and present As average longevity increases, Americans need fo save more
policymakers with a tremendous apportunity for action. Tectonic or work fonger if they hope to maintain their standard of living
stifts in demographics, poficy, and the marketplace have transformed  during retirement. While Social Security, the foundation of the U.S.
the U.S. retirement fandscape. The most profound chiange has been retirement income system, is paying benefits over mare retirement
an ongoing shift by many employers from defined benefit pensions years, the current benefit schedule is underfunded.

to defined contribution plans. As a result, 4010k) ~— previously an

N Given aft of hese changes and risks, it is no surprise that Americans
obscure section of the fax code ~— has became a household same.

are anxious about retirement. Many are uncertain about what they
Workers have found themselves part of a great experiment - should do to prepare. As the retirement system evolves, Americans
one that has given individuals and famities far more controf and need up-to-date guidance and better information to navigate a path
responsibility for financing their own retirement, and simultaneously o long-term financial security.
exposed them to greater risk. Some families are preparing
appropriately, but others struggle to save for retirement while mesting
competing, and offen more-immediate, personal needs refated to
emergensies, homeownership, and education.

Today, more than in the past, personal responsibifity is of central
importance in retirement preparadness — individuals and families
can't afford to take 2 passive approach to retirement savings —— bt
that doesn't mean everyone should be or can be on their own, People

5
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need the assistance of a well-designed system as they accumulate,
invest, and spend down thelr retirement savings, Public policy has a
critical role to play in facilitating savings and a secure retirement.

This report presents a comprehensive package of bipartisan
proposals 1o address six key chaflenges:

» Many Americans’ inabifity to access workplace
retirement savings plans;

¢ Insufficient personat savings for short-term needs,
which toe often leads individuals to raid their retirement
savings;

« Risk of outliving retirement savings;

« Failure to build and use home equity fo support
retirement security;

» | ack of basic knowledge about personal finance; and

+ Probtams with Social Security, including unsustainable
finances, an ouidated program structure and faflure fo
provide adequate benefits for some retiress.

Taken together, the recommendations contained in this report aim
to establish a better savings culture and renew the promise of an
adequate retirement - across the income spectrum — for current
and future generations of Americans.

Fmprove Access to Workplace Retirement
Savings Plans

Too many Americans, especiafly those who work for small
businesses, lack access to a payroll-deduction workplace retirement
savings plag. This is partly because offering such plans entails
hurdens and costs that employers may be unwilfing or unable o bear.

We recommend the creation of a new, streamfined option called
Retirement Securty Plans that would allow smali employers o
fransfer most responsibilities for operating a retirement savings

plan to a third-party expert, while still maintaining strong employee
protections, We would alsa enhance the existing myRA program fo
provide a base of coverage for those workers, such as part-time,
seasonal, and low-earning workers, who are least fikely to be
offered a retirement savings plan.

Dther workers have access to refirement savings plans but do not
contribute. We propose an alternative to nondiscrimination testing
along with new tax incentives to encourage employers to adopt
automatic enroliment and escalate their employeas’ contributions
over time,

Once these reforms are in place, we recommend establishing a
nationwide minimum-coverage standard to pre-emp} the patchwork
of state-hy-state regulation that is already developing. Beginning

in 2020, employers with 50 or more employees that do not already
offer a retirement plan that meets certain minimal thresholds would
be required to automatically enroll employees info a new Retirement
Security Plan or myRA. This would ensure broad access to workplace
setirement savings plans white minimizing the burden for employers.
Fmployees would have the ability fo change contribution amousts or
opt out of contributing entirely.

Avarigty of additional reforms could support greater access to
retirement savings plans and improve the experience of plan
participants. We would encourage lower-earning individuals to
save for retirement by improving the existing Saver's Credit for
yaunger workers and by exempting some retirement savings
from asset tests to qualify individuals for certain federal

and state assistance programs. We also recomniend several
additionat actions, including the creation of a Retirement Security
Clearinghouse to help Americans conselidate their retirement
savings, Steps fo limit over-exposure to company stock, and
modest adjustments to retirement fax expenditures.

Multiemployer defined benefit plans, which are organized by more
than one empioyer and a labor union, are experiencing financiat
chatlenges. We recommend the creation of Lifetime /ncome Plans
- 3 1lew, more-sustainable retirement-plan design that could
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Figure 1. Retirement Savings for Lower- and Middle-Earners Grow Significantly Under

Minimum-Coverage Standard

Projected change in retirement savings among individuals aged 62 and older in 2065 under near-universal access to workplace retirement savings.
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Hote: Retirement savings include savings in defined contribution plans, sueh as 40KK) plans, IRAs, and Keogh plans, which are available to self-employed
indiviguals. Popufation is segmented based on lifetime earnings; for example, the hottem quintile represents those individuals whase total career eamings
(including wages and salaries) were in the lowest 20 percent of alf Americans. Figure is presented on a per-capita basis, which means that estimates are for
individual persons, assuming that couples equally divide household assets. Modeling assumptions and methods are discussed on page 47.

Saurce: The Urban Instifute - DYNASIM3

be adopted on a voluntary basis. This new plan design would blend
the strengths of defined benefit and defined contribution plans by
incorporating elements of both approaches.

Promote Personal Savings for Short-Term
Needs and Preserve Retirement Savings for
Older Age

Americans need to increase their personal savings so that they
are hetter positioned to handle emergencies and major purchases.
Insufficient short-term savings can fead workers to draw down

their retirement accounts, incurting taxes and {often} penatties.

This “leakage” of retirement savings - while it might address

an immediate financial squeeze —- jeopardizes many Americans’
long-term retirement security. To address this issue, we recommend
clearing barriers that discourage employers from automatically
enrolfing their employees in multiple savings accounts, one for short-
term needs and another for retirement.

Some leakage of retirement savings results from system complexity
and poarly designed reguiation. We propose o ease the process for
transferring savings from plan to plan, hecause many pre-retirement
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withdrawals occur upon job separation. In addition, early-withdrawal
rules and penalties for workplace plans and Individual Retirement
Arrangements {IRAs} should be harmonized by raising IRA standards,

Reduce the Risk of Outliving Savings

Longevity risk, the possibifity that retirees will outfive their savings,
is a growing and significant threat fo retirement sacurity. Social
Security, defined benefit pension plans, and fife annuities from
insurance companies alf leverage the power and efficiency of
mortality pooling to help individuals manage the risk of fongevity.

Yet many defined benefit plan participants choose a lump-sum
distribution instead of monthly income for e, and few purchase Bfe
annuities with their retiremant savings. While Social Security provides
a form of fifetime income, Social Security benafits alone will nat be
adequate to meet all income needs for most retirees. For those who
have accumulated sufficient savings, other lifetime-income selutions
offer the security of an added, regular retirement income that they
cannot outfive.

We recommeny that plan sponsors integrate sophisticated but easy-
1o-Lse fifetime-income features within retirement savings plans.

For examyle, & should be easy for plan participants to purchase

a guaranteed fifetime-income product in avtomatic instaliments.
Plan sponsors could establish a default fetime-income option or
offer an active-choice framewaork, in which participants are asked
fo choose options from a customized menw. in-plan tools could also
help participants make an informed decision about when %o claim
Social Security benefits and then to schedule withdrawals from their
retirement plan to facifitate fater claiming of Social Security benefits.
We believe employers need safe harbors to limit their legal risk as
they offer these features and attempt to educate workers about
longevity risk and lifetime incame.

Additionally, we recommend clearing barriers to offering a wider array
of choices for fifetime income in both retirement savings and pension
plans. in defined contribution plans, participants aged 55 and

older should he allowed to use their retirement savings to purchase

“w

annuities that begin payments fater in Tife. Workers with defined
benefit pensions should be able fo receive part of their benefit as a
fump sum and the rest as monthly income for fife, rather than the all-
or-nothing choice most have today. Also, to encourage participants

to work longer and provide more-consistent wark incentives, we
recommend affowing employar-sponsored retirement plans to align
plan retirement ages with Social Security.

Facilitate the Use of Home Equity for
Retirement Conswmption

Housing is an important form of savings. Americans own more
than $12.5 triflion in home equity - a sum that rivals the $14
friffion that Americans hold in retirement savings.:? For individuals
or couples who fack substantial savings in a retirement plan but
who own their residence, homeownership can be a major source
of retirement security. A variety of mechanisms exist for tapping
home equity to fund regular cansumption needs in retirement; for
example, homeowners can downsize, use a reverse mortgage, or self
their home and rent instead, These approaches have atvantages
and drawbacks; retirees with home equity should be aware of the
available alternatives and have independent advice to make an
appropriate cheice for their circumstances,

Federat and state tax policy, however, actually subsidizes the use of
home equity for pre-retirement consumption, leaving many retired
homeowners burdened with debt and with less equity to support
retirement security. We recommend ending these subsidies by
eliminating tax benefifs for borrowing that reduces home equity,

We also propose to strengthen programs that support and advise
consumers on reverse mortgages, which can be a good option for
some oider Americans. Establishing a low-doflar reverse-morigage
option would facilitate smafler loans while reducing fees for
borrowers and risk for {axpayers.



Improve Financial Capability Among
All Americans

Financial capability —— defined as having the knowledge, abifity,

and opportunity to manage one's own finances — is facking among
too many Americans.** This is a troubling fact at a time when the
nation’s retirement system has transitioned toward greater individual
control and responsibifity.

Exposure to financial knowledge and pianning shauld begin early
in fife, with schools, communities, employers, and faderal and
state governments all working o foster a culture of savings and to
position individuals to make prudent financial choices. We support
a variely of approaches, including implementing recommendations
from the President’s Advisory Councit on Financial Capabifity,
providing improved personal financial education through K-12

and higher-education curricula, and better communicating the
consequences of claiming Social Security early. For example,
renaming the earfiest eligibility age, currently age 62, as the “reduced
benefit age” would better highlight the lower monthly benefits that
result from early claiming.

Strengthen Social Security’s Finances and
Modernize the Program

Social Security provides the income foundation for many older
Americans, but to maintain that legacy, prompt adjustments to the
program are neeced. For decades, the program’s trustees have
affirmed the need for changes, noting that Social Security faces
significant financial chaflenges. fn 2015, the trustees recommended
“that lawmakers address the projected trust fund shartfalls in a
timely way in order to phase in necessary changes gradually and give
workers and beneficiaries time to adjust fo them.™ Moreover, Social
Security has not been updated fo reflect a 21st century workforce
and society.

Uncertainty about Sacial Security's future magrifies the anxigty that
many Americans experience as they plan and prepare for retirement.
That is why any comprehensive effort to improve retirement security
must shore up and modernize the program.
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We recommend adjustments to Social Security’s tax and benefit
levels o 1) reflect changing demographics; 2) better target benefits
on those whao are most vuinerable in old age, including surviving
spouses and workers in low-eaming occupations; 3) preserve
reasonahle intra- and inter-generational equity; and 4) more fairly
reward work. Americans ought to know what they stand to gain
from extending their working lives and claiming benefits later —
both of which are highly effective ways for individuals to raise their
retirement income, Clearer work incentives in the Social Security
program would increase understanding of these options and promote
better decisions.

What Do “Payab e” and “Scheduied" Mean"’

Under cirrent fa, if: Socxal Secuntys st func!s are
e:mpiyr the pmgram cannnt spend moreon benefxts than
itis coltecting in revenues: The program's tmstees pmject .
that savmgs in the trist fands will be depteted by 20388
By proposal to adjust Social Secxmty beneﬁts is fypxcaﬂy
“compared with two post-2034 scenarids: skc?kledukiked;

to mary. The payabie Seenario assukme‘s that‘énc‘e‘tm‘st :
fund savmgs are dep!eted henefits wﬂl be kmited 1 1eve!sk
- that could be firanced with funds from existing, dedu:ated -
“Sovial Sesurity taves, The: scheduied SCRnanD assumes
that benefits will be paid according to thie extstmg beneﬁt G
formiila despite instfficient Sociat Secunty tax Tevenies: k
to finance these henefits. Under current !aw such beneﬂfs‘ :
cannot be paxd :

beriefits and‘pagiab!‘e henefits: These terms are tonfusing k
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Figure 2. Commission’s Social Security Proposals Would Reduce Poverty Among Older Americans

Projected poverty rates among individuals aged 62 and older under various Social Security scenarios: benefits payable under current Jaw,
scheduled (but undertinanced) benefits, and the commission’s propoesals.
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Note: The payable scenario assumes that benefits are limited fo levels that can be financed with existing, dedicated Social Security taxes. The scheduled scenario
assumes that benefits are somehow paid according to the existing benefit formula despite insufficient Social Security tax revenues to finance these benefits.

Saurce: The Urban institute - DYNASIM3

The good news is that shoring up Social Security is feasible. But, Qur recommendations on Social Security, pensions, and otfier savings
taking the needed actions requires political leadership —~ and sooner  complement one another in a variety of ways. In particular, the

rather than later. The cost of fixing the program grows as corrective  measures that we have proposed fo expand warkplace refirement
action is delayed. A package of reforms that balances changes to savings and to reform Social Security would maximize retirement-
scheduled henefits, which cannot be financed by currant dedicated security outcomes. Taken fogether, our recommendations would
taxes, with changes to revenues would renew the promise of Social achieve incomes for older Amenicans that are above payable-henefit
Security and reassure Americans that the program will remain strong  scenarios throughout the Hetime-earnings distribution.

for decades to come.
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Figure 3. Commission’s Proposals for a Workplace Retirement Savings Minimum-Coverage Standard and
Social Security Reform Would Achieve Incomes for Older Americans At or Above Scheduled Levels for Both
Lower- and Middle-Earners

Projected average disposable income (in 2015 dollars} ameng individuals aged 62 and older in 2065 under near-universal access to workplace
retirement savings and implementation of commission’s Social Security proposals.
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Hote: Disposable income includes cash income from all sources, such as Social Security benefits and reth account withd , after subtracting faxes and

Medicare premiums. Disposable income does not include cash equivalents from in-kind benefit programs, such as the Supplemental Nutrition Assistance Program
{SNAP). The payable scenario assumes that benefits are limited to levels that can be financed with existing, dedicated Social Security taxes. The scheduled
scenariv assumes that benefits are somehow paid according to the existing benefit formula despite insufficient revenue to finance them. Population is segmented
based on ifetime earnings; for example, the bottom guintile represents those individuals whose total career earnings (including wages and salaries) were in the
lowest 20 percent of alf Americans. Figure is presented on a per-capita hasis, which means that estimates are for individual persons, assuming that couples
equally divide household incame,

Source: The Urban institute - DYNASIM3
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Figure 4. Commission’s Proposals for Workplace Retivement Savings Minimum-Coverage Standard and Social
Security Reform Would Increase Progressivity and Protect Lower- and Middle-Earners from Abrupt Changes

Projectad change in disposable income for individuals aged 62 and older in 2065 under near-universat access to workplace retirement savings and
implementation of commission's Secial Security proposals.
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WNote: Disposable income includes cash income from all soerces, such as Social Security benefits and retirement account withdrawals, after subtracting faxes

and Medicare premigms, Disposable income does not include cash equivalents from in-kind benefit programs, such as SNAP. The payable scenario assumes that
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#s Figure 4 shows, these praposals would especially benefit
lower earners and would protect Americans across the earnings
spectrum from the damaging reductions in old-age incoms that
wourld ptherwise result if Social Security benefits were fimited fo
fevels that are payable with existing Sacial Security taxes.

Thus, our recommendations aim to bring peace of mind to
Americans preparing for retirement by assuring the financial
sustainabitity of the Social Security program and by significantly
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expanding access to workplace retirement savings plans.
Together, these changes would help many more workers take
charge of their financial futures.

We understand that the problems discussed in this report will
be challenging for policymakers to address. But, policymakers
also bave a compeliing opportunity ta improve the retirement
security of alt Americans. We hope that this report strengthens
the impetus for action.
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Mission Statement

The Commission on Retirement Security and Personat Savings seeks fo forge a bipartisan consensus in support of poficies {o facifitate
savings for refirement and ather purposes and strengthen retirement security in the United States, Al Americans should be able to retire
with dignity — warkplace retirement plans and other private savings should supplement a strong and refiable Sociaj Secusity program to
ensure that after a fifetime of hard work, no one has to spend their retirement years in poverty. To that end, the commission proposes a
comprehensive package of policies to expand and improve private retirement savings plans, strengthen the finances of and increase the
progressivity of Sacial Security, and establish a better savings cufture by enhancing financial capability. i implemanied, these reforms
would renew the promise of a comfortable retirement, across the income spestrum, for current and future generations of Americans.
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Introduction

America’s Savings and retirement security chalfenges are real,
serious, long-standing, and complex. Nenetheless, they can be
addressed in ways that would meaningfully improve outcomes.

Since the implementation of Soviat Security in 1937, the public

and private sectors have made steady progress addressing these
problems. Mare remains to be done, however, 1o help Americans
reach ofd age with sufficient resources, Lower- and middle-garmers
make up a large share of those who are not on track ta save enough
for an adequate retirement, but some workers at higher eamings
fevels are also failing to prepare adequately. In addition to savings
shortfalls, significant insurable risks — such as the risk of putfiving
savings or of needing expensive fong-term care — can jeopardize
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retirement securify. Yet these risks are typically not addressed

affectively.

Hany of the most promising solutions to these problems have been
vetted extensively and have attracted bipartisan support among
stakeheldess and elected officials. Some of these selutions also build
on experience in the marketplace. Decades of continuous innovation
by the designers and administrators of public programs and private-
sector retirement plans are producing a growing evidence base for
what works.

The intent of this report is not to reinvent the wheel, but rather fo
demonstrate broad support for a creative and thoughtful package
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of reforms. Some of these approaches are favored by liberals, while
others are favored by conservatives -— many are supported by
both. Mo gne-size-fits-all solution wilt guaraniee retirement security
acioss the board. Different income levels and individual situations
call for a variety of approaches, but every American should have the
opportunity to retire with financial peace of mind.

Aczess 10 a supplemental workplace retirement plan is crucial for
employees, so reforms must address the cost and regulatory barriers
that discourage employers from offering such plans. Poficymakers
should streamline the process for offering employer-based plans to
the preatest extent possible, while assuring the rights and protection
of workers.

As recent experience has shown, plan design matters. More-
widespraad implementation of auto-features and new innovative
approaches fo lifetime income, facilitated by ongoing technological
advances, could help millions to save more and enable those savings
to fast thyoughout retirement,

Savings for emergencies and ather short-ferm purposes also deserve
attention. Policymakers and employers should apply many of the
lessons learned fram retirement plans fo better facilitate savings

for rainy-day funds, Additionafly, home equity is an important form

of savings that has the potential to contribute more to retirement
secuily.

Because individuals and families are ultimately responsible for their
own refirement, a central purpese in any reform should be to improve
opportunities, guidance, protections, and financial capability in ways
that empower Americans to take actions that better prepare them for
retirement.

Finally, the current financing outlook for Social Security is
unsustainable. Dedicated revenues for the program are insufficient fo
finance scheduled henefits, The time to protect Social Secwrity, the
bedrock of the 115, retirement system, is now, Significant changes

to the program are unavoidable, and workers need fo know what

to expect in order to plan appropriately. This can be achieved with

halanced adiustments to the program that erhance progressivity,
reduce poverty, and strengthen incentives to work,

Long-term problems demand cammensurate solutions. These issues
will not be resolved overnight; rather, they require ongoing attention
and further adjustments as knowledge and circumstances change.

Avariety of metrics are needed to ensure that the changes we have
proposed meet our intended goals, such as reducing poverty and
increasing the share of Americans who maintain their standard

af fiving in retirement. Computer simulations conducted for the
commissian show that the solutions included in our recommendations
hold promise for achieving substantial progress toward both these
targets.

The potential to improve retirement security through near-term
public poficy measures is great. The Diggest mistake —- indeed,
the worst outcome for savings and retirament preparedness
would be to do nothing. Elected officeholders and administration
officials should commit to taking meaningfut action fo address
these challenges by the end of 2017, Bipartisan cooperation and
feadarship from public officials, the business community, labor, and
community organizations can build a better savings and retirement
future for the nation.
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Six Challenges for Retirement Security
and Personal Savings

Social Security, private savings, and employer-provided pensions are
often referred to as the “three-legged stool” of retirement security in
the United States. The traditional story is that a person works a fult
career, earns a guaranteed Social Security benefit and an employer
pension, sprinkies some retirement savings on top and voila —
they're all set! But the real world rever was that simple, and today
mary Americans feel the legs of that stool crumbling beneath them.
In fact, a recent Gallup polt found that not having encugh maney for
retirement is the primary financial concern for most Americans.

Many are right to worry, Yarious measures indicate that a large
proportion of American workers wil experience a lower standard of
living in retirement® Some oldes individuals whe might face financial

tardship have haen poor throughout their working fives, but many
whao have been sofidly middie class are similarly unprepared.

Numeraus factors and decisions can contribute to retirement
insecurity. Many workers do not have access to an employer-
sponsored retirement plan. Others are offered a plan, but choose

not to participate or make insufficient contributions. Some invest

ton conservatively and do not earn a sufficient return, or withdraw
much of their savings early to meet non-retirement needs. Those
wio leave the workforce in their fifties or sarly sixties may find
themselves funding a longer period of retirement with inadequate
savings. Some Americans enter with significant debt,
raising their costs compared to retirees who have paid off their credit
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cards and mortgage. Even people who have saved heavily, invested
appropriately, and entered retirement debt-free may unexpectedly
outiive their savings or confront the sudden need for costly long-term
services and supports ATSS). These risks are comman, vet few take
action o insure against them. Finally, changes to Social Security and
Medicare could affect all Americans, depending o how poficymakers
address these programs’ unsustainable finances. Uncertainty about
futura pragram benefits and taxes makes planning for retirement
increasingly difficult.

Every American is responsible for making financial decisions and
planning far retirement, but today’s complex system can easily
frustrate even motivated savers, Given that most hard-working
Americans are not financial experts and have many other priorities
competing for their resources, doing the “right” thing - or even

figuring cut what the “right” thing is - can be extremely daunting.

Before advancing solutions, it is important to understand the
six overarching challenges that threaten retirement security and
personal savings for Americans from alt walks of life.

Too Many Americans Lack Access to
Workplace Retirement Savings Plans

The past several decades have seen a paradigm shift in the
retirement landscape, with individuals becoming increasingly
responsible for their own retirement readiness. The chatienges of
financing defined benefit {DB) retirsment plans have driven a long-
term movement toward defined contribution (DC) plans.

Traditional DB plans guarantee covered employses {who meet a
minimum-service requirement) a specified portion of their salary
from the time they retire until the end of their fife. Under a DB
plan, the employee’s income security depends on the employer
setting aside and properly managing adequate funds. A DC plan is
adequately funded by definition, but it shifts far more responsibility
to employees. Typically, workers must decide whether to participate
at all, how much fo confribute o their individual account (often
supplementer by an emplover cordribution or maleh), and how

to manage both the investment and the ultimate distribution of
retirement funds. Not every American feels comfortabie handling
these decisions, or even understands all the risks and benefits
involved.

Traritional DB plans provide great value Tor individuals wha work
under them for many years, retire, and qualify for benefits. But, these
plans typically base benefits on a worker's average earnings toward
the end of the peried of plan coverage. This approach disatvantages
[B-plan-covered workers who are laid off or leave their job many
years prior to retirement eligibifity, or who participate in a DB plan
that is closed by their employer mid-career. These workers’ Denefits
are almost always badly eroded relative to either wage gains or
price inflation between the time when covered employment ends
and the worker begins to actually claim benefits.”® Traditional DB
plans have many positive features, but they alsa come with certain
limitations and pose inherent problems for workers in many real-
world situations.

When 401} plans wese introduced in 1978, they were designed

to supplement DB plans, not replace them. Qver time, however,
employers realized that DC plans could help employses accrue
significant retirement savings without the generally higher cast and
risk to the employer of sponsoring a DB plan, The number of private-
sector parficipants in active DB pension plans has dropped steadily
since the early 1980s, while participation in active DC plans - ke
401(k) and 403(b) plans - has risen sharply.! Today, the vast
majority of plan participants are in DC plans.” Those plans now hold
more than double the assets of private-sector DB plans: $6.7 triflion
compared to $2.9 bilion
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Makmg Sense of the Many Flavors of Defmed Contrshutmn {DC)Plans:

. Workers today are confmnted by & bewilderinig array of DG plans; many ot them with opaque names == ki ke Aﬁi(k) e that refer o pamc- :
“ular sections of the tax code: Houwiver, tfie common featires of these: plans autwei gh then differences. All of them allow-for empioyets and

ployees to f0-a tax savings account; 401K} plans-are a form of workpiace retirement savmgs plan oﬁered :
‘by for-profi  businesses: Not-for-profit entities and certain govemmenta! employers may offer retirement savi ngs ptans 16 empk)yees through A

403(b) plan. Other governmental smplovers are allowed to use 457 p(ans There are: dsfferences some subtle but the mainfeature i s the same

>
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Figure 5. Employers Have Transitioned to Defined Contribution Retirement Plans

Nurnher of Fortune 500 companies offering plan type.
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Note: "DB plan” includes companies that offer fraditional defined benefit plans or cash balance plass. Many of these rompaniss offer a DC plan in addition
o a DB plan.

Source: Willis Towers Watson'®

Many state and loval governiments still provide their employees a strong predictor of workers’ financial preparedness for retirement.

with DB plans. These plans are not subject to federal funding
requirements and benefits for participants are not insured, Many
goveriment-sponsored DB plans are severely underfunded, which
has raised concerns about whether and how benefits will be paid.®

Unsutprisingly, accass 1o a workplace retirement savings plan can be

Take moderate-income Gen-Xers, for example: According to
projections from the Employes Benefit Research Institute, 56 percent
of those without engoing access to a DC retirement plan wifl run
shart of money in retirement.”® fn contrast, only 12 percent of those
who will have access fo a DC plan for at least 20 more years wi run
short.” These projections are reinforced by survey data. The vast



62

majority {74 percent) of Americans who have a workplace refirement
savings plan or an Individual Retirement Arrangement (IRA) say they
are either very or somewhat confident of having enough maney fo
tive comfortably throughout their retirement years. Only 39 percent of
those who do not have such a plan or IRA are similarly confident.®

Yet, fens of mitlions of American workers lack access to retirement
plans. Some employers choose not ta sponsor plans, while others
fimit efigibility fo certain emplovees. Even among workers who have
access to a plan, many choose not to participate.

About two-thirds of private-sector workers have access to an
employer-sponsored retirsment plan of some sort. Among these
waorkers, about three-quarters sign up, which means that only
around hatf of all private-sector workers participate in a plan.®
As a result, for too many workers, the pension leg of the retirement
security stool is either too short or simply does not exist.

Figure §. Less than Half of Private-Sector Workers Participate in a Retirement Savings Plan

Access to workplace retirement savings plans among private-sector workers.

Source: U.S. Bureau of Labor Statisties®
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Figure 7. Some Workers Have More Access to Savings Vehicles than Others

Private-sector workers with access to DC retirement plans.
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Certain types of workers -— like those in the service industry, in
part-tine ot low-wage jobs, or at small firms —- disproportionately
lack access to workplace DC plans.®* A 2012 study found that 71
percent of employees at relatively large private-sector firms {(at
teast 100 employees) participated in a retirement plan, compared
to just 42 percent at smaller firms.”

Although workers who lack access to workplace DG plans can open
an IRA, the fact is that few choose to do so. The vast majority of new
retirement savings contributions go into workplace DC plans. tn 2012,
contributions to private-sector DG plans — at around $329 bilfion
----- were roughly 10 times larger than IRA contributions, which totaled
just $34 billion.®

One major reason for this lack of access is that retirement plans
are complicated and burdensome to administer, which can
discourage businesses from offering them. Red tape andl increased
c0sts await empioyers that choose fo sponsar a plan, An employer
must select from a variety of plan designs; document the plan;

21

hire a trustee; establish a recordkeeping system; and accept a
degree of fiduciary responsibility, which means the employer

must act prudently and in the sole interest of participants. In
addition, employers are responsible for negotiating and controlling
the fees associated with their employees’ accounts. Some of these
administrative costs fall an the employer, while others are passed
on to participants.

if this sounds fike a lot for a businass to take on, that's because it is.
Firms with high worker turnover or firms that primarily employ part-
time ar lower-earning workers may be especially disinclined to offer a
plan. These types of employees often prioritize higher wages, health
insurance, or other henefits over a retirement plan.

Over the past decade, however, there have been significant
innovations in DC-plan designs among employers that choose to
offer them. The most important innovation has been the advent
of automated features that bulld on the findings of hehavioral
economics. A recent survey of plan sponsers found that about
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Figure 8. DC Pians Are Increasingly Adopting Automatic Enroliment

Plans with automatic enrellment and participants hired under an automatic-enroliment plan,
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three-fifths of large plans have adopted automatic envoliment,
meaning that employees, by default, are initially envolied in the
retirement plan and must opt out if they do not want to participate.
Smaller plans have heen adjusting more gradually, with only ane-
quarter of them following suit thus far.” Administrative data show
similar results. In the case of one large service provider, for example,
36 percent of the provider's DC plans now automatically enroll new
plan enfrants, up from 5 percent in 2005.%5% Also, of the DC plans
that have adopted automatic enroliment, the vast majority {over 80
percent) use a default fund that is diversified across multiple asset
classes.”

Automatic enroliment provides tangible benefits, sharply increasing
the likefibnad that employees will participate in a retirement savings
plan. According to the large service provider mentioned previously,

2009

w Parcentage of Participants Hired Under an Automatic-Enroliment Plan

2010 2011 2012 2013 2014

only 61 percent of sfigible employaes participate in plans that require
workers to take action to enroll, while the participation rate for

automatic-enroliment plans has reached 89 percent.” Tha affects of
automatic enrollment are especially pronounced for younger workers.

For many individuals, hawever, automatic enroliment alone is

net enough. To accumuiate sufficient savings to maintain their
standard of living in retirement, these workers will need fo
contribute at higher rates as they progress through their caresrs,
Thus, a simifar trend in plan design is at work for autornatic
escalation, the practice of annually increasing the contribution rate
of gach participant up to a certain fimit (unfess the participant
selects a different contyibution amount). Roughly half of farge
plans, but only one-tenth of small plans, have implemented
automatic escalation.”
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An important caveat to these advances is that poorly designed
autonatic defaults can result in worse outcomes for some
participants. Research shows that default contribution rates

tend to be sticky, meaning that workers rarely opt to change their
confribution after enrofiment. In some cases, automatic escalation is
available, but it can take years to move participants te contribiution
rates more appropriate for them.* Many plans are automatically
enrolling employees at a savings rate that is likely to be too low for
most workers {although it might be too high for some). In 2014, the
most comman default savings rate for automatic-enroliment plans
was 3 percent of pay.®® Even with a generous employer mateh, that is
far too Jow for most Americans who seek to maintain their standard
of living in retirement. ¥

Utimately, the fundamental shift towards DC plans has

put the onus on the employee to save for retirement. The evidence
shows, however, that workers often struggle to save adequately
without the support of 2 well-designed workplace retirement plan.

The United Kingdom Has Expanded Access
Using Automatic Enrollment ;

“The UK. i using automatic enroliment and other policies o
expand participation in workplace retirement savings

 accounts: As of Gutober 2015, al employers with-30
of mofe workers were required {o automatically enrel
employees who earn at least 10,000 pounds per yearintoa
refirement savings plan at a default contribution rate of 1
percent of pay.® Employees may changs contribution rates
or opt out ehtirely‘ By-Aprit 2017, the requirement wilf apply
to alt employers; and the minimum default contribution
rate will iricrease to 4 percent of pay by October 2018,
Ermployers are also currently required to contribute 1
percent of payk‘w these plans for workers who participate;
Employsr minimus required contributions are set to
incréase o 3 percent of pay, and the UK. government wil
contribute another 1 percent of pay, beginning Apri 2019;

Many Americans Lack the Income or
Resources to Save for Short-Term Needs —
So They Raid Their Retirement Accounts

Saving for short-term needs can be just as important as saving
for retiremnent. An emergency fund can serve as crucial protection
from unexpected shocks — accidents, health problems, or even
car repairs, Without short-term savings, individuals are more fikely
to rely on debt or tap into their retirement savings in the event of
such a shock,

Unfortunately, many Americans are unable to save because they
have low earnings, coupled with immediate demands that consume
alf of their income. But the problem is broader than that. Nearly half
of individuals say that they could not come up with $2,000 in 30
days without selling possessions or taking out payday lpans %

Aweak economy is, in part, to blame. Since 2000, real incomes
have flat-lined or decreased for a majority of Americans. The need
for preater employment and higher garnings is an important part of
the retirement savings challenge, but one that is beyond the scope
of this report”
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At the same time, higher-education and health-insurance costs
are increasing, further restricting some famifies” ability to save
for retirement or for short-term needs. Average health-insurance
premiums for workers with empioyer-sponsored family coverage
incraased by 27 percent between 2010 and 2015, while inflation
rose by just 9 percent. Annual deductibles have increased as well
Simifarly, higher-education costs have hallooned in recent years,
The annual net cost of atlendance for in-state students at public
four-year universities increased by 66 percent between 2000 and
2015, As a result, students increasingly rely on loans, which
squeeze disposable income and limit the ability 1o save,

Policymakers have created a variety of good, tax-advantaged

accounts to encourage the accumulation of personal savings for
purpeses other than retirement. Examples include 529 savings plans
to help Americans fund higher-education expenses, accounts to help
peaple with disabilities save, and health savings accousts,

which complemsnt health plans that feature high deductibles 2

Some state and Jocal governments, as well as private-secter
philanthropies, have offered incentives fo help families build savings
for children, typically in the context of saving for higher education,

For example, many child savings accounts subsidize an initial deposit
and then match subisequent contributions from family members,
friends, and the child.*® In addition to accumulating savings to finance
further education, these programs are intended to build financial

24
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knowledge and capability among young people and their famifies.

While efforts to establish a stronger culture of savings are important
on their own, they aise have the potential o positively impact
retirement securily, In many cases, individuals who experience

a financial shock during their working years turn to retirement
acoounts hecause they have insufficient personal savings. These
pre-retirement or early withdrawals represent a grave threat to
retirement security.

Usually catled “leakage,” pre-retirement withdrawals oceur when
savers withdraw their retirement savings hefore the age at which
penaty-free withdrawals are allowed (e, atage 59 ¥ for IRAs,
and at feast 59 ¥ for DC plans, as the specific age can vary by
plan).* Leakage can occur from both DC plans and IRAs, and can
reduce the availability of assets during retirement

Research suggests that between 1 and 1.5 percent of 401(k)-plan
and IRA assets are lost to leakage each year.s™  While this may
nat seem like a large sum, the aggregate effect compounds pver
time and the impact on individuals who make early withdrawals
can he large. These individuals tend to withdraw a high percentage
of their retirement assets, averaging around 20 percent.”® Similarly,
from 2004 to 2010, for every dolfar contributed to retirement
accounts among individuals under age 55, between 29 and 40
vents were withdrawn as taxable distributions.” The bottom line

a
P

is, of the $14 trittion of retirement savings, hundreds of bilfians leak
away each year to pre-retirement withdrawals ®

Workplace DC retirement plans and IRAs have different sets of
rufles for early withdrawals. it is generally harder fo withdraw funds
early from a workplace retirement plan than from an IRA. DC plans
have three different mechanisms for participants to access savings
during working years: cash-outs, hardship withdrawals, and
in-sesvice loans.

Cash-outs are, by far, the most common and serious form of
leakage. They occuy when participants withdraw their entire UG
actount batance upon leaving their job. Cash-guts - which are
subject o income tax and, in most cases, a 10-percent early-
distribution tax — comprise around half of withdrawn assets for
thase under the age of 59 14319 Participants with balances under
$1,000 may be forced by their former employers to withdraw funds
upon termination.” % In other cases, these funds are allowed to
remain in the plar, Betwsen 2004 and 2012, an estimated 29
percent of DC-plan participants cashed out upon leaving their
employer, though it should be noted that because workers who cash
out tend fo have fess In savings, cash-outs comprise 8 mugh smaller
share of overall account assets.
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Figure 10. Workers With Smaller Balances Are More Likely to Cash Qut Their Retirement Accounts

Participants cashing out at job change in 2014, by account balance.
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The high prevalence of cash-outs is in part due to complexities in
the system. Workers leaving their jobs face a dizzying array of red
tape if they attempt to either roll over their employer plan to an iRA
or transfer the funds to a new employer plan. Many simply give up
and opt for the cash-put.

Hardship withdrawals from a workplace plan allow participants

to withdraw funds for an “immediate and heavy” financial need.
Like cash-outs, these withdrawals are subject to income tax and,
in most cases, a 10-percent early-distribution tax ¥ Acditionally,
participants who take hardship withdrawals are suspended for six
months from making further contributions to their DC plans. Plan
sponsors are not required to afiow hardship withdrawals. i they are
permitted, the employer can specify aflowable reasons. Many plan
sponsors adhere to 2 fist suggested by the Internal Revenue Service
(IRS), which includes purchasing a home; preventing foreclosure or

eviction; and covering medical-care, fuition, or funeral expenses for
the employee or their spouse, child, or beneficiary.®® %

Plan loans are another common method for active participants to
access plan funds, Like hardship withdrawals, employers are not
required to aflow plan loans, but many do. Around 90 percent of

plan participants have the option of borrowing a portion of their DC
account balance. Generally, they can borrow up to 50 percent of it (or
$50,000, whichever is lower).5 Borrowers must pay this money hack
over the course of five years, plus interest (at a relatively fow rate).

Although 9 out of 10 borrowers do in fact pay back plan loans,
defauits often occur when the participant terminates employment.®
Upon separation, outstanding foan balances are typically due. f the
participant does not repay the loan, the balance is treated as a cash-
out, subject to taxes and penalties. Indeed, research indicates that
barrowers are Bkely to default on plan foans when they leave their

2
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jobs. Examining a three-year period, one study found an 80-percent  their working years are far more kely to leave the workforce in a
default rate for 401(k) participants who terminated employment with  strong financial position. Preserving savings over the course of a
an outstanding loan.¥ retirement that could fast decades, however, is no small challenge

) ) under today’s circumstances.
Because the rules for IRA withdrawals are less strict, IRAs are more

prone to leakage than employer-sponsored plans. Owners of traditional ~ Americans Are Increasingly at
iRAs can withdraw funds at any time and for any reason. Funds Risk of Outliving Their Savings
withdrawn before age 59 V%, however, may be subject to both income
taxes and an additional 10-percent penalty, In contrast to hardship
withdrawals from 401(k) and other DG plans, which are usually subject
to early-withdrawal penatties, the IRA early-withdrawal penalty is
waived in many sifuations, including for higher-education expenses and
first-time homebuyers (up to $10,000)8

Americans, an averags, are living longer than ever before. A male
horn in the year 2000, upon reaching age 65, can expect to five

until age 85, six years longer than a 65-year-okd man horn in 1900,
For women, fife expectancy at age 65 is even higher: around 88 for
those bom in 2000, compared fo 83 for those horm in 19005 This s
simultanegusly an achievement to celebrate and a source of strain for
Balancing pre-retirement savings ohjectives with post-retirement the nation’s retirement system. Today, working Americans who want
aspirations is no easy task. Ultimately, individuals who are able fo retire af the same age as was typical of previous generations must
to accumulate retirement savings and keep them intact during save more fo cover additional vears of consumption in refirement,

Figure 11. Americans Are Living Longer
Life expectancy at age 65, by gender.
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Despite increased Jife expectancy, the average retirement age has
heen stagnant. Between 1962 and 1996, the average retirement age
among men dectined from 65 o 63, Though the average retirement
age increased for women — along with workforce participation — it
remains relatively low, at 62 in 2013.% & While the trend for men has
been mildly positive in recent years (with the average retirement age
nearly reaching 64 by 2013), many Americans are trying to fund ever-
Jonger retirements without extending their time in the workforce — a
combination that can be financially toxic.

Furthermore, a majority of beneficiaries claim Social Security
henefits well hefore the ful retirement age (FRA). In 2014, roughly
three-fourths of individuals claiming Old-Age and Survivars Insurance
(DASY) benefits did so at an age below the FRA® Early claimers in
2016 see their monthly payment reduced by up to 25 percent from
what it would be if they claimed at the current FRA of 66, A smaller
regular stream of income from Sacial Security compounds the
problem of having fewer years in the workforce to save for retirement.
This combination is especially concerning for the targe number of
older Americans wha depend on Social Security for the overwhelming
majority of their income.

Figure 12. Most Older Americans Claim Social Security Before the Full Retirement Age

Distribution of Social Security {0AST) claiming ages in 2014,
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Finally, retirees who have accumulated savings to suppiement
Sociat Security face the challenge of ensuring that those savings fast,
a task complicated by the daunting fact that no one knows how fong
they will live or what the future refurns on their assets will be. With
the marked shift away from DB plans fo a world where DC plans are
much more prevalent, the responsibifity of planning for retirement
security increasingly ies with the individual.

Evaryone Has a Chance of Living
Longer than Average -

Mast Americans who are nearing or in retirement @
underestimate average life expectancy, which suggestskthat
they might also underestimate their personal fife expectancy
Many Americans will outiive the average fife expectancy —

" s0me, by quite a bit. For example, 31 percent of women will five
untitat Igast age 90, a5 will 20 percerit of men; For couples;
the probabifity that at least ong spouise fives until age 30 is
45 percent.2 Moreover, these percentages themselves.are
averages —— the probability of fiving to-2 certain'age will be: - k
higher for those who enter retirement in bettenthanfavefage g

" health. inkdiviﬂuais wha do.not realize frow lang they could five

might rot think to prepare for that possibility untif it is too latf;/,

The need for expensive long-term services and supports (LTSS) in ofd
age can also drain retirement savings. A small group (17 percent) will
ultimately spend more than $100,000 of their own or family funds on
such services,™ ™ While most people will not have such a high level
of need, LTSS expenses can be ruinous to the retirement finances of
individuals who do experience catastrophic needs — especially for
those who fack insurance. Aithough the commission did not address
this fopic, BPC's Long-Term Care Initiative has recommended better
ways to finance LTSS risk.” Furthermare, BPC's Task Force on Senior
Health and Housing has recommended policy solutions to improve
Americans’ ability to age in their homes and communities.’®
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Indeed, the longevity challenge facing older Americans is stark, but
public pelicy eould better employ insights from behavioral economics
to nudge individuals towards remaining in the workforce. This can
protect against longevity risk and have a doubly positive impact

on pider Americang’ retirement secuvity, Additional working years
mean greater retirement savings and fewer years of post-retirement
consumption. In 2014, 32 percent of Americans aged 65 to 69
participated in the workforce.”

Fven experts disagree over how to ensure that personal savings will
fast. Some suggest that individuals withdraw at annual rates no
greater than 3 to 5 percent of their accrued savings at the beginning
of retirement, assuming that the initial withdrawal amount rises with
inflation in subsequent years.”® Others argue that even a 4-percent
initial withdrawal rate using this method runs the risk that people
will outlive their savings in a low-interest-rate environment.® The
IRS actually requires that DC account participants and IRA owners
aged 70 % and older take Required Minimum Distributions each
year, which usually start at 3,65 percent of the account balance and
increase annually.”

An alternative or complement fo managing withdrawals from
retirement savings en a year-to-year basis is to purchase a lifetime
annuity contract, I which an insurance company provides a stream
of monthly payments that are guaranteed for life (and optionally aiso
for the fife of a surviving spouse) in return for a single or periodic
premigm payment. This predictable monthly income can supplement
Social Security for as long as a beneficiary fives. Retirees who
purchase annuities or who receive monthly, ifetime benefits from a
DB pension effectively transfer fongevity risk, as well as the risk of
poor investment returns, to the insurance company or the retirsment
plan.

When given the choice, however, many DB participants take their
benefit as a Single-sum distribution instead of monthly income for
life, Moreover, few retirees decide to purchase a lifetime annuity.
One survey found that only two out of every ten retiress either have
selected or plan to select an anauity or benefits from a DB pension
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in the form of monthly income for life.” Relfinguishing controf of a
farge amount of savings is a daunting proposition for many refirees,
given that it usually means neither they nor their famifies can access
the maney if faced with a large expense or if they die shortly after
purchasing the annuity. While some lifetime-income products allow
continued access to funds, these arrangements can be very complex,
a5 well as expensive.

As the private-sector retirement system has largely moved

away from the DB structure, much of the focus has turned fo
providing participants in 0C plans with attractive options that

can supplement Social Security banefits, Annuities distributed
through DC retirement plans generally have more-favorable pricing
for retiress, compared {0 those purchased through the individual
market. Plan sponsors, however, have experienced low demand
for in-plan Hfetime-income sofutions, and those employers that

do wish to offer such options must confront a variety of harriers,
including concerns about fiduciary responsibility,

Home Equity Is Underutilized in
Retirement — if it Lasts “Till Then

Americans own maore than $12.5 trillion in home equity, a sum

that rivals the $14 trilfon held in retirement savings % Just fike
retirement savings, housing assets are huifl slowly over most people’s
waorking life, making home equity a crucial stock of wealth for many
older Americans. In 2015, median home equity among Americans
aged 62 and oider stood at around $79,000 on a per-capita basis
(meaning that total home equity is divided in half for a household

of twa), while the 75th percentile had ahout $179,000 in per-

capita home equity.® For many retirees, home equity represents a
significant portion of their assets: 50 percent of all homeowners aged
62 and oider are “home-rich, cash-poor,” in the sense that mare than
hatf thair net worth is feld in home equity.®

Homeownership carries a variety of henefits for retirees. Not anly
can it fower recurring fiving expenses and enable aging in place, hut
it can also serve as a refirement asset. Notably, more than half of
individuals aged 62 and oider with no retirement savings or pension

are homeowners, meaning that many of these older Americans will
have to rely on home equity to supplement their Social Security
benefits ¥

There are several ways homeowners can tap into their home equity to
support retirement consumption. Though the most obvious option is
1o downsize to a less-expensive home, homenwners can also horrow
against the vatue of their home through a second mortgage, 2 home
equity fine of credit (HELDC), or a reverse morigage.

Whereas second mortgages and HELOCs require hameowners to
make reguiar payments, reverse mortgages are different in that they
require no mortgage payments untf the owner passes away or sefis
thelr home. Inferest accrues throughout the Bfe of the loan, and most
reverse mortgages are federally backed through the Home Equity
Conversion Mortgage program. The reverse-morigage market is
currently small, and the product carries some risks. Nonetheless, it
can be a valuable tool for some retirees who have significant home
equity.

Unfortunately, the past several decades have seen increasing
indebtedness among older Americans, which in turn pases a unique
threat to retirement security. Growth in old-age debt has many
potential causes and may have been exacerbated by both easy
credit before the financial crisis along with jab fosses among those
nearing retiremant during the Great Recession. Shouldering debt in
one’s later years can force individuals to draw down their savings
prematurely. Federal tax policy also promotes mortgage deb, as
mortgage inferest payments are usually deductible for taxpayers
whao itemize. This tax benefit, which applies not only to fraditional
mortgages, but ajso to HELOCs and second mortgages, ultimately
rewards home borrowing by lowering mortgage-interest costs.

The share of American families headed by a person aged 65 or
older and holding debt has increased from 38 percent in 1989 0 55
percent today.” This trend has largely been driven by increases in
home borrowing. The share of older households holding any form of
housing-refated debt has move than doubled over this span from 15
to 32 percent. ¥



Figure 13, Older Americans Are Increasingly in Debt
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Families headed by individuals aged 65 ar older with residential and nor-residential debt.
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As the percentage of older Americans who hold debt has grown, so
has the amount of debt that retirees are shouldering. The median
amount owed by older hameowners carrying a mortgage increased
by 82 percent between 2001 and 2011, from around $43,000 to
$79,000, in inflation-adjusted dolfars.®

No matter the cause, growing indebtedness poses a threat o
refirement security. This s especially true for retirees who have few
assets putside of their home and whe might need to access their
home’s value for consumption purposes. Holding mortgage debt in
retirement Himits retirees’ abifity to tap home equity and is just one
of many considerations that Americans need to understand as they
make decisions about their own savings and retirement,

u Have Debt Secured by Primary Residerice

2001 2004 2007 2010 2013

Many Americans Lack the Basic Knowledge
to Manage Their Personal Finances and
Prepare for Retivement

A crucial factor that connects every one of the issues discussed in
this repart is financial capabifity. Ultimately, retirement security is

a personal matter that depends heavily an the decisions made by
individuals and famifies. Personal finance is a complex web that
includes not only retirement-related concerns but also choices about
managing debt, building an emergency-savings fund, establishing and
maintaining a budget, and a host of other components.

Unfortunately, research also indicates that many Americans display
fow levels of financial understanding, A 2014 study found that 23
percent of Millennials and 19 percent of Gen-Xers spend more than
they earn, and only about ene-third of each group has setup a
rainy-day fupnd @



The National Financial Capabifity Study (NFCS) also demonstrates
that Americans lack basic financial capability.”® Last conducted

in 2011, the study asked a broad array of questions on financial
readiness, and included a five-question quiz on concepts such as
interest and movigages. As summarized in Table 1, the results were
lackluster. No question was answered correctly by more than 75
percent of respondents, and a majority answered the third and fifth
questions incorrectly, which is worse than random guessing!

Furthermore, too few individuals understand proper investment
allocation for their retirement savings. For example, investing ina
healthy mix of stocks and bonds is crucial to bath generate returns
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and mitigate risk. A large service provider, however, found that 24
percent of its DC-plan participants had unbatanced portfolios with
equity aflocations of efther more than 90 percent or Jess than 10
percent®

Many Americans are also unfamiliar with the important fact that
high fees can significantly reduce investment refurns. For example,
take two investment options that hath achieve a 4-percent annuat
return, but the fiest charges a I-percent annual fee while the other
charges a 0.25-percent annual fee, An investment of $100,000

in the higher-fee fund will be worth $30,000 less after 20 years
compared to an investment in the tower-fee fund.® While most

Table 1. Many Americans Lack Basic Financial Knowledge

 Answered

after five years?

prices?

Correctly
1. H you have $100 in a savings account and the interest
rate is 2% per year, how much will you have in the account Over $102 75%
2. tmagine that the interest rate on your savings account
is 1% per year and inflation is 2% per year. After ene year, Less than today 61%
how much can you buy with the money in this account?
3. i interest rates rise, what will typically happen to bend They will fal 289
4. True/False: A 15-year morigage requires higher monthly
payments than a 3J0-year mortgage, but the fofal interest True 5%
pald over the life of the loan will be less.
5. True/False: Buying a single company’s stock usually False 8%
provides a safer return than a stock mutual fund. ”

Source: National Financial Capabiity Study. Shows combined resulis from the 2009 and 2011 surveys,
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respandents to the Health and Retirement Survey, which includes
a sample of Americans aged 55 and older, appeared to realize the
importance of fees for long-term investing, most also struggled to
fing funds with fees less than 1 percent of assets.®

Unsurprisingly, research indicates that financial capability can have
a positive impact on financial outcomes, specifically investment
performance. A 2014 study analyzed the 10-year performance of
A01K) plans held by 2,763 employees at a major financial institution.
The study found that sisk-adjusted retuns were 1.3 percentage
points higher among plan participants with high NFCS scores %

Basic knowledge of how fo invest is crucial in today's world.
Employer-plan sponsors assume a fiduciary role in which they are
required to act in the sole interest of participants and manage the
plan i a way that is free of conflicts. But the same is not necessanly
frue with IRA providers. Since most {RA assets are accumulated
when individuals rolf over savings from an employer-sponsored plan,
many savers can he caught by surprise. Their new service provider
might nat be an advisor who is required 1o put the interests of clients
first, and fee arrangements can create conflicts of interest.

In the retail market, two kinds of service providers offer IRAs.
Registered investment advisors serve as fiduciaries and are held
to a simifar standard as empfoyers who sponsor retirement plans.
Broker-dealers, however, have usually been held to a “suitabifity”
standard, which onty requires them fo reasonably believe that
their recommendations are appropriate for clients’ objectives, age,
and means. The rules are complex; there are some circumstances
in which brokers are also held to a fiduciary standard, and the
enforcement processes and resources also differ between the two
types of providers. Thus, in many cases, when an individual rolls
savings over from a 401k} plan to an IRA, that person might have
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to shoulder the responsibility of picking a smart investment mix and
avoiding poor-value financial products.

in Aprit 2018, the Labor Department finalized a rule that would
effectively require most broker-dealers 0 agree 0 serve as
fiduciaries for thelr {RA customers and to take other steps to manage
potential conflicts of interest, such as providing additional disclosures
of fees at the time of sale.*® This is an important, but compiicated
ang ongoing policy issue for which we did not develop specific
recommendations.

The fact that so many Americans have not learned basic concepts
of personal finance illuminates the need for further investments

in financial capability. A solid foundation of financial knowledge is
crucial to empower Americans to take charge of their own retirement
security,

Social Security Is at a Crossroads

Sorial Security has been the bedrock of retirement security in
America for over 80 years. In 1940, the first year that the program
paid monthiy benefits, Social Security served just over 222,000
beneficlaries — including older Amaricans who qualified on their own
work record, as well as their spouses, dependents, and survivors,
Social Security has operated primarily as a “pay-as-you-go” system,
in which payments to current beneficiaries are mostly financed by
taxes collected from current workers.® At its inception, individuals
and their employers each owed a 1-percent payroff tax (2 percent
total) on earnings up to $3,000 (about $51,000 in 2015 dollars) to
pay far these benefits,

Wide segments of the workforce initially were exciuded from Social
Security, but the program has since been expanded to cover the vast
majority of American workers with the exception of certain state



and local government employess.®? Sacial Security also now covers
individuals who experience a work-limiting disability (as well as their
dependents).

in the initial decades of the program, Congress acted on many
occasions to increase benefits for new claimants and current
beneficiaries. Most significantly, in the 1970s, policymakers adopled
a wage-indexed benefit formula and base, and established an
automatic cost-of-fiving adjustment for current heneficiaries. ™ ™

Such expansions, combined with demographic changes, have grown
the program substantially over its lifetime. In 2014, 48 million

beneficiaries coliected $707 biflion in benefits from Sacial Security’s
OASH program.® The Sociat Security payrolf tax, now at 6.2 percent
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for hoth employer and employee (12.4 percent total), applies to
annual earmings up to a threshold of $118 500, which escalates every
year with average wage growth!!

The program provides the foundation upon which most Americans
build their retirement plans. Social Security provides over 70 percent
of disposable income for older Americans in the bottom 40 percent of
the lifetime-earnings distribution.’”® Despite the critical support that
Secial Security provides, 10 percent of Americans over the age of 63
stilt five in poverty.}¥ Sucial Security was not designed to be the sole
source of income for slder Americans; even when a minimum benefit
existed hetween 1939 and 1981, the level was sct below the poverty
threshold for a single individual

Figure 14, Social Security is the Main Source of Income for Many Older Americans

Social Security benefits in 2015 as a percentage of disposable income for individuals aged 62 and oider.
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Unfortunately, the Social Security system faces major financing
chaflenges. Today, the program is paying out more in benefits each
year than it coltects in dedicated revenus,"™ ' This shortfall is being
met by redeswming the Treasury securities that the program has huilt
up in the Social Security trust funds and by using the interest paid
on the trust fund balances. But this is a temporary solution that will
run its course in less than 20 years. In fact, the program’s frustees
project that the trust funds will be exhausted by 2034 (and much
sooner than that for the DI program).’”” At that point, incoming
revenue will only cover 77 percent of the obligations for QASI,
necessitating abrupt benefit cuts, tax increases, or the abandonment
of the program’s historicat financing mechanism. " Furthermore,

the program currently faces a substantially larger 75-year shortfalt
than the one corrected in the landmark reform legistation that
Congress passed in 1983 — the currently pending shortfall has been
anticipated for over 20 years 1% 0. 11,122,328

Demographics are working against the program’s finances. Over the
last 50 years, the ratio of covered workers paying into the system has
dropped refative to the number of older Americans drawing bengfits
from roughly 4-1 in 1965 to just under 3-1 in 20157 The ratip is
projected to drop to just over 2-1 by 2030 as Bahy Boomers continue
1o et This demographic trend also stems from increases in
average life expectancies that have not been accompanied by fonger
waorking lives.

Figure 15. Social Security Faces Significant Funding Challenges

Social Security revenue and cost as a percentage of gross domestic praduct (GDP), under scheduled-benefits and payable-henefits scenarios,
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In addition to the finanging challenge, Social Security fargely looks fke
a system created for a 20th century workforce, The current benefit
structure falls short of achieving many retirement security abjectives,
such as incentivizing work and minimizing poverty,

Social Security benefits are linked to earnings. After many years of
work, however, the program provides less incentive to stay in the
workforce, because workers stilf owe full payroll taxes but receive
fittle or no additional benefits. The lack of additional benefits

for working more years encourages individuals fo retire earlier,
counteracting the retirement security goal of fonger working lives,

Because the program is designed as an earnings-based benefit,
Social Security in isolation fails to adequately support individuals who
have lower fifetime earnings. While the progressive benefit formula

ensures that lower-earning workers receive a higher returm in benefits
relative fo their contributions than higher-wage eamers, many
retirees near the battom still struggle. This is especially the case if
they had unstable employment, stopped working at a relatively early
age, or both, Beneficiaries in the bottom Hfetime-earnings quintile
have average incomes of less than $1,000 per month after deducting
Medicare premiums.'®® Realistically, many of these retirees had
insufficient earnings during their working years to accumulate any
significant savings to supplement their Sociat Security benefits. Even
among middie-income werkers wha enter retirement with outside
assets, those who claim Social Security bensfits early at a reduced
Jevel and five unexpectedly long fives may find their monthly income
inadequate.

Figure 16. Lower-lncome Americans Have Shorter Life Expectancies

Cohort fife expectancy at age 65, by lifetime income.
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An added factor to consider is that not alt Americans have seen
longevity gains over the past several decades. Life expectancy at
age 50 for the lowest-income quintile has actually decreased in
recent years, while high-income individuals have experienced large

increases. This dynamic has a significant effect on the distribution

of benefits within the system.'

Spousal and survivars benefits are other aspects of the Secial
Security program that seem outdated or ineffective at ensuring
income adequacy. Spausal benefits, for example, were developed in

the context of early-20th century assumptions about family structure.

In 1950, just ane-third of women over the age of 16 participated in
the workforce (compared to more than 86 percent of men), making
Social Security henefits a necessary source of support for spouses
throughout much of the income distribution. Today, in contrast,
workforce participation of women has nearly doubled to roughly 57
percent while the rate has dropped to 69 percent for men. " 1 Yet,
even as women have far more opportunities for employment today,
the benefit structure for non-working spouses remains the same.

Survivors benefits were also designed for a workforce in which
one-earner couples were predominant, As a result, many widows
and widowars now struggle to support themselves after the death
af a spouse. After that moment, household Social Security benefits
can fall by as much as half, but household costs rarely decline
commensurately.*? Thus, survivors benefits often do not provide
adequate income to maintain a widow's ar widowad's standard of
living, and the sudden loss of incame can gven push some below the
poverty level,

For most Americans, Social Security henefits provide the critical
foundation, hoth in planning for and realizing a secure retirement,
Yet, those who rely on the program do not kmow what changes to
expect in the context of the program’s troubled financiat future.
Importantly, Social Security should provide 3 base, but should
not be the only source of financial security for retirees, most

of whom will need additionat forms of income to maintain thelr
standard of living.
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Social Security Is More than Just .

- an Oid-Age Income Program -
Mary people associate Social Security with the‘oid-age :
beriefits that are the foundation of retivament income in i
the U.S; Social Secukrity alsp offers a variety‘i)i other benefits :
across two sepa:ate but refated pmgrams that e funded
fiy. payroll taves.

Old-age. benafits arekpari of the Old- Age and Survivors
frisurance (OASH) program; whu:s also pmv;des surv TS

- bignefits to widow(ens and i idren of decsased warkers
These survivors bengfits are notonly avadable o older:
wcduw(er)s such'as a person whose spouse passes away
when ihey ate in their seventies of eighties, bt also.d in manyk
cases; for younger widow{en)s and childien: ?or exampi
survivors benefits through the OASI progran-are pai it tog

* widowi{er) of any age who:is cari ng forachild m‘ e deceased:

worker, as long as the child is younger. than age 6orhasa
disability. This aspect of Social Secunty 5 similar to.a hfe—
insirance bengfit

In-addition to the OASI pmgram Social Secunty operates 8

separaic Disability Insurance (D) program:n 2015‘ there: oo

wera abogt 49 milion OASI beneficiaries and 11 milion =

DI beneficiaries; frichuding dependents 1% kThtka‘ Diprogram
.~ provides cash tiensfits and aceess o Medicare Tor Americans

last for more than one yeaf or result it death.% The akvemge‘
monthly benefit ford:sab!ed worksr benafi cxanes is $1 1865
which is lower than the average monthly 0ASH retued-worker :
benefitof $1,345.% Qur recommendations focus mostly

-0nthe 0ASH program,-A separate BPC working g1 i made

recommendations pértaining o the DI progz'ém in 201508

o

Who experience a work-iimiting disability that isekpec;ed o
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Recommendations:

I Improve Access to Workplace

Modifications to Retivement
Savings Structures

About one-third of private-sectar workers do nat have access to

a workplace refirement savings plan.** Many of them are small-
husiness employees and those who work on a part-time or seasonal
basis. Employers often face formidable competition and cannot
afford to provide a plan if their competitors do not. Employers are
also subjest to administrative and fiduciary responsibilities that
discourage them from offering a retirement savings plan, For many
small enterprises —- particularly those with low-wage employees —
the time, effort, costs, and liabifity involved in providing a plan under
the current system can outweigh even the best of intentions.

Retirement Savings Plans

A VN

Furthermare, even among workers who do have access to a
workplace retirement savings plan, many are not saving sufficiently.
Realistically, improving access to savings plans is no panacea. Many
individuals will st choose not to save or will be unable to afford to
participate. Greater access and improved plan design, however, have
the patential to enhance retirement security for milfions of Americans.

in an ideal warld, aff workers would be able to save for their

own retirement through payrolf deduction, The decision to forego
immediate spending for consumption decades down the road is
difficult encugh. A well-designed system should make this choice

tic payroll d . Simitarly,
small employers that offer a retirement savings plan should face
minimal burden and hassle for doing so.

gasier through consistent and
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Increasingly, workplace retirement savings plans are incosporating
hest-practice defaults, ike auto-enroliment, auto-escalation of
contributions, and balanced and fow-fee investment vehicles. Qur
recommendations aim to further these trends. They reflect our view
that it Is possible o move beyond the days when workers frequently
didt enroll, or styuggled to aliocate or invest their confributions
appropriately.

The Pension Protection Act of 2006 was the last major federal
legisiation to address these challenges. i paved the way for
greater adoption of automatic enrofiment and appropriate default
investments by pre-empling state wage-garnishment faws and
encouraging the use of qualified default investment alternatives
(QDIAs). QDIAS are default investment options that meet certain
standards of diversification and appropriate asset affocation,

Since then, members of Congress have offered a variety of legislative
proposals. Few have been adopted. The most sweeping proposal
would require employers that do not sponsor a retirement plan of
their own to automatically enrolt their employees in an alternative
plan or IRA.P® Other bills would encourage employers to offer
workpiace retirement plans or encouraga emplovers with existing
plans 1o adopt automatic enroliment.*®

In the absence of broad federal action fo improve access fo
retirement savings plans, state governments are beginning to fill

the void. Cafifornia, Hinois, and Oregon have enacted laws that will
require most employers to automatically enroff their employees in
some form of retirement savings account.™ {Employees could opt aut
if they so choose.) To facilitate the implementation of these initiatives,
the Labar Department has proposed a regulation to clarity that
employers that follow state reguirements to auto-enroll employees
will not be subject o regulation by the Employee Refirament Income
Security Act of 1974 (ERISA). ERISA establishes many obligations on
employers that sponsor retirement plans. ™ 1%

The Obama administration has promoted retirement savings in
other ways, including by faunching the myRA savings product, which
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is directed at lower earners. Some additional changes have been
technical. For example, the Treasury Deparfment issued guidance
in 2015 to encourage emplayers fo implement automatic enroliment
by offering them refief from penalties if mistakes are corrected in 2
timely manper. ¥ 14

The time is ripe for policymakers 1o address long-standing challenges
in this area, including the absence of warkplace retirement savings
plans far many smployees and the overwhelming complexity for
employers that do offer a plan. Qur approach would simplify the
orocess for smaller businesses fo offer their employees a retirement
savings plan, implement a naticnwide minimum-coverage standard,
enable employses fo fransfer savings more easily among workplace
retirament plans and [RAs, and create a new plan design for
multiemployer defined benefit (DB) plans that incorporates the best
features of defined contribution (DC) and DB plans. Such changes
would greatly increase Americans’ retirement savings.

1. Recommendation: Create Retirement Security Plans to
serve any business with fewer than 500 smployees.

fmproving aceess fo retirement savings plans requires a focus on
smaller employers, because existing options often do not mest
their needs. Consequently, their employees often face the fargest
retirement savings challenge.

We recommend creating Retirement Security Plans that would enable
employers to band fogether and utilize econamies of scale to offer
their workers low-cost, well-designed options. The new plans would
be covered by ERISA and would include its important consumer
pratections, This new option would be a better altemative for many
smalfer business than the existing muitiple employer plan (MEP)
structure, which has many drawbacks. For example, only closely
related businesses, such as those in the same industry, can form
MEPs. This so-callett “commonafity requirement” would be waived
for Retirement Security Plans.

Fidueiary and most administrative responsihilities would be
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transferred from the employer to the Retirement Security Plan
pravider. The provider would be required fo pass a certification
process o prevent bad or unprepared actors from entering this
market, Employers would not have any fiduciary responsibifity for the
selection or ongoing manitoring of the plan provider, so long as the
provider passes the certification process.

Employers that choose to adopt a Retirement Security Plan would
allow, at minimurn, a full-time employees over the age of 21 with
at least three months of service to participate, The Retirement
Security Plan provider could use a safe-harbor plan design, which
would enable participating employers to avoid nondiscrimination and
top-heavy testing. For example, a Retirement Security Plan could be
developed in accordance with an automatic-enroliment contribution
safe harbor, which would facifitate the use of aufomatic envalfment
for all participating employers. (For more on festing and safe harbars,
please see the box on page 41.) With aff of these features, the
responsibilities of adopting employers would be limited to enroliing
their employees during an annual open-enrofiment pariod and
forwarding data and contributions fo the provider,

Employers that adopt existing MEPs retain significant fiduciary
and administrative responsibilities. Many larger employers are
sophisticated and capable of discharging these obligations, either
with in-house staff or by hiring experts. Smaller employers,
however, typicaily do not have experience in the design of
vetirement plans or the selection and monitoring of service
providers. Further, these businesses usually do not have the
resources {0 pay for outside expertise.

Many smafler employers that have not established retirement savings
plans might be encouraged to do so if they could fransfer these
raspansibilitias fo another, better-prepared, party. Retirsment Security
Plans would do just that. They would fikely be more efficient, with
better economies of scale, than the operation of many smafier plans
foday. Access to professional management would also make them more
likely o incorporate advanced features, such as automatic enroliment,
automatic escafation, and Hfetime-income elements,

ERISA consumer protections remain essential for participants of
Retirement Security Plans. Thus, the organizers of these plans would
be covered by ERISA and serve as fiduciaries, legally responsible to
act in the sele interast of plan participants and to operate the plan in
away that is free of conflicts. Financial services companies, payyoll
processors, local or regional associations of unrelated businesses,
and state or focal governments are among the types of institutions
that might organize a Retirement Security Plan,

Any new plan must also protect enrollees from unscrupulous or
unprepared service providers, We recommend that Retirement
Security Plans be subject to pversight by a new cartification board
estabfished by the Labor Department and Treasury Department.
Many of the existing rastrictions on MEPs resulted from previous
matfeasance in the health-care benefits sector, in which swindlers
organized heatth plans for multiple employers and stole employer and
participant funds. Taking a lesson from this history, prospective
organizers of Retirement Security Plans would have to pass initial
certification and then periodic recertification processes. This would
ensure that the sponsors are prepared to accept and discharge

their responsibifities appropriately as organizers and fiduciaries. To
enhance these protections, entities handling participant funds would
be restricted fo insured organizations, including banks, credit unions,
insurance companies, and broker dealers. Retirament Security Plan
organizers that do not qualify could partner with service providers
that do.

The certification board would have final authority over certifying and,
if necessary, decertifying Retirement Security Plans, based upon
published criteria. 1t would also establish procedures for transterring
participant assets from a decertified plan to an aiternative plan

that is certified. Additionafly, the board would give preference to
Retirement Security Plan proposals that include retirement-income
features. (For more on retirement-income features, please see the
section beginning on page 51.) The Labor and Treasury Departments
would publish basic information about all Retirement Security Plans,
including information about plan design, investment options, and
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plan-wide fees. This information would be available on a central
website so that employers could easily compare offerings.

These recommendations aim te clear the way for small employers
to provide their workers with retirement savings arrangements
while simultaneously ensuring that such plans are well designed
and relatively low cest, Over time, Retirement Security Plans would
expand access, giving more Americans the opportunity to save for
their future. {For detailed specifications, please see the appendix)

2. Recommendation: Establish an enhanced, more-fexible,
automatic-enroliment contribution safe harbor that would
improve access to well-designed workplace refirament
savings plans.

ERISA requires most plan sponsors to either pass annual
nondiscrimination and top-heavy tests or adopt a safe-harbor
contribution scheme. Testing is intended to ensuse that the benefits
of retirement savings plans are shared broadly among the employee
poputation and are not concentrated among highty compensated
employees. Testing is complex, howaver, and it can deter employers
that would otherwise offer a retirement savings plan.

Existing contribution safe harbors that allow employers to avoid
testing are very preseriptive and require the employer to offer

a contribution. This requirement may be appropriate for larger
businesses, which typically already offer retirement plans with an
amplover contribution, but it might also explain the reluctance of
many smaller employers to sponsor a plan. Some of these employers
might be willing to offer thelr workers a payroll-deduction retirement
savings plan, but are not prepared to offer an employer match. Thus,
they do not sponsar a plan at all because of the burdens of testing.
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- What Are Safe Harbors? Why Does the Comiission -
Recommend Hew and Expanded Ones?

ERISA and the tntemal Revenue Cade apply numerous complex: :
requirements to employers that sponsor retimmentp!ans{ Safe
harbiors grant various kinds of reffsf to plan spensors thattake =
aertain actions. For example; mariy plan sponsors are sutjestto
annial nondiscfiminaﬁon testing o enstre that ;ﬁfan banefits are
not overly cuncentrated ambng highly. compensated ékmploy‘ees.k‘
Safg harbors are available that‘exemptémgﬁloyers from tesﬁing :

i they offer 2 contrbution that meets certain Standards and -
émpien‘ve‘nt autornatic envolimsnt, i other cases, ‘safekhkarbprs‘

limit the liabifity of plan sponsors if pérticipants suether; For -
example; plans hat adopt certain default investment optibnS‘(é,eq
QDIAS) can e 4 safe harbor as & defense it participants sueand
claim-thrat the default investment was inappropriate.

Safe harbors do not eliminate  emiployer responsibiities ror
do they:siiekd employers from alllegal visks. For example, plan =~
Sporisors Hiat adopt 2 safe-harbar default investment option -

ars stil rasponisible for prudently selecting the specific fund and
provider, cansidering such factors as perfmmanée andfees, :
Federal agencies, su¢h as the Labof Departrient ar‘zd‘k‘[reasu(y o :

authority. n other cases, Congress has provided for safe arbors
" by statute or by directing agencies to establish them.

While ERISA allows for creativity in retirenient-plan design igh:
standards of fiabifity for plan spansors saﬁletirﬁés discourage o
ermployers from imp ting advanced o tive fealures. .
Safe harbors can address these concerns and pfpmoﬁe e witer
adoption of good practices. Hence; ol Approach inchides many

proposals {o expand the existing set of safe harbors. : =

Department; have inith‘ate‘d Somesafe harbors usmg‘rﬁeg‘uklatory e .
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To address this barrier, we recommend a more-flexible alternative

in the form of a new contribution safe harbor that would exempt
employers from testing if they automatically enroll eligible new and
existing (non-participating) employees in a plan that follows certain
guidefines. These include: 1) enrofiing participants at a default
contribution rate that is at least 3 percent of pay and not higher than
10 percent of pay, 2) automatically escalating contribution rafes hy 1
or 2 percent of pay each year, and 3) continuing automatic escalation
unti a participant’s conribution rate reaches a minimum of &
percent of pay or a maximum of 15 percent of pay. Any plans with
parameters within tese ranges would qualify for the exemption from
testing. In addition to automatically enrolling new hires, employers
that adopt this new safe harbor would have ta automatically enrolf
nan-participating employees once every three years, Employees could
sefect a different contribution rate or opt out entirely.

Uniike the existing automatic-enroliment safe harbors, which prohibit
matehing cantributions above 6 percent of pay, this new safe harbor
would aflow employers to match employee contributions up fo 15
percent of pay. This could encourage participants to make larger
contributions.

Larger emplovers, with 500 employees or more, would be required

1o offer an employsr contribution to qualify for the new safe harbor.
Smaller employers could adopt the safe harbor regardiess of whether
they contribute, but fower contribution fimits would apply to smafi-
employer plans that do not feature an employer contribution,

This approach would provide flexibility to businesses, remove

the hurdens of testing, retain strong incentives for employers to
contrihude, and increase the prevalence of employer-sponsarad
retirement plans with automatic envoliment. (For detaited
specifications, please see the table on page 43 and the appendix.)
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Table 2. Comparison Between Current Automatic-Enroliment Safe Harbor

Aufomatic
Enroliment into Plan

and Recommended Enhanced Safe Harhor'

Required for newly eligible employees.

New Enhanced Automatic:

Enrollment Safe Harbor

Required for both newly efigihle participants and
already sligible non-participating employees (once
every three years).

Required. Must be structured as a 3-percent
non-glective contribution or a mateh warth at feast
as much as 2 dollar-for-doflar match on the first
percent of pay contributed plus 50 percent of the

Required for employers with 500 or more employees
{as either a matching contribution of 3 percent of
pay or a non-elective contribution of 2 percent of
pay), not required for smalier employers, Must be

Automatic Escalation

Eﬁ:ﬁggiiuns next 5 percent deferred. No scheme may fcrease structured as a match of a flat percentage starting at
the matching rate as the employee's deferral rate the first doltar contributed and ending no fater than
increases, and no matching is allowed above 6 the 15th percent of pay contributed, a non-elective
percent of pay. contribution structured as a flat percentage of pay, o

a combination of the two.
Atleast 3 percent and no more than 10 percent of pay. Same,
initia Deferral Rate

Minimum awtomatic deferrals are 3 percent of pay in
the first year of participation, 4 percent in the second
year, 5 percent in the third vear, and 6 percent in the
fourth and fater years,

Defauit investments

Gontribution Limits

Must choose a defautt investment, Liability for
investment losses fimited by sefecting a QDIA, such as
fife-cycle or batanced funds.

Full 202{g) dimits {318,000 plus a 36,000 catch-up for
participants over age 50in 2016).

Required at rate of 1 or 2 percentage points of pay
each year up 1o at least 8 percent and no more than
15 percent af pay (at the emplover's diseretion),

Same.

For employers that offer-

A matching confribution of 3 percent of pay or &
nron-glective contribution of 2 percent of pay: full
402( limits ($18,000 plus a $6,000 catch-up for
participants over age 50 in 2016).

Na contribution: 40 percent of 402(g) imits ($7,200
plus a $2,400 cateh-up for participants over age 50
in 2016).

Sliding scate for employers that offer a matching
contribution of 1 or 2 percent of pay or a non-elective
contribution of 1 percent of pay.

43
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3. Recommendation: Enhancs the existing myRA program fo
provide a base of coverage for workers who are feast likely to
have access to a workpiace retirement savings plar.

Even with the introduction of Retirement Security Plans, the private
sector may not be able to provide retirement savings plans for some
workers, To bagin with, saving for retirement can be especially
challenging for workers who have low earnings, who work fimited
hours or seasonally, or who change jubs frequently. Even if these
workers have some capacity to save, the administrative costs

of maintaining many small accounts, including those for former
employees, can be prohibitive.

The existing myRA program offers a promising approach to provide
these workers with basic coverage at minimal cost to employers.
Nonetheless, the program would be more effective if it were brought
under a statutory framework and enhanced.

The Treasury Department faunched myRA (the acronym stands for
“my Retirement Account™) in 2015 using its regulatory authority.
Employers can now offer myRAs to their employees as a new
retirement savings option.™* The only costs o employers are
administrative: informing emplovees about the option and facilitating
the payroll deduction.

The myRA product is a Roth IRA that can only be invested in a special
type of Treasury security.'*® This security cannot lose value and earns
interest at a rate keyed Io long-term povernment bonds. individuals
alsp have the option of directing a portion or all of their federal tax
refund into @ myRA.¥

myRA accounts are subject fo the same contribution fimits as any
ather IRA. In 2018, for exampie, the Himit is $5,500 per year plus
an additional $1,000 catch-up contribution for Americans aged 50
or uider. Uniike other Roth IRAs, myRA accounts are subject to a
batance limit of $15,000. Account owners who exceed this lmit will
be required to rolf their savings over fo a private-sector IRA. The
Treasury Department has nof yet established procedures for this
mandatory rofiover,

Twa aspects of the myRA program especiafly imit its effectiveness:
neither automatic enrolfment nor employer contributions are aflowed.

Wa recommend that the myRA program be established in staiute
and enhanced to aflow for both aufomatic enralfment and

employer contributions. In our proposal, employers could choose to
autornatically envoll employees in myRAs with default contribution
rates no jower than 2 percent and no higher than 6 percent of

pay. Automatic escalation wauld be allowed up to 8 percent of

pay. Employers could also make either a matching or non-elective
contribution of up to 3 percent of pay, which would count toward the
annual contribution imit,

The Treasury Department should also ease the process for employers
fo adopt and offer myRAs, Employers shauld have the aption to
contribute to their workers” myRA accounts directly or through
existing payroll tax forms and payment processes. These accounts
would not be covered by ERISA, but employers could subsequently
convert to an ERISA-covered plan, such as 4 Retirement Security
Plan.

Finally, the Treasury Department should establish an automated
roflover process for myRA accounts that exceed the $15,000 account
cap. Owners of such accounts should be able to select a particular
IRA provider and investment funds. For myRA owners who da net
make an election, the Treasury Department should use a competitive
pracess fo select default IRA providers for automated roflovers.
Yendars efigibie fo hid for the roflovers would agree to serve as a
fiduciary and would affer an appropriate default investment selection
with an age-appropriate asset allocation.

44
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Why Are Both myRA and Retiremént
Security Plans Needed?

These proposed optians to expand access fo workplace
retirement savings have Some features in common, but the

fwi sinuciures woulr fikely appeal to different warkforoes; Both
could attract smialler employers that want to offer a'plan but
are disentiraged by the complexity and responsibilities of plan
sponsarship- A Retireent Seéxm‘ty Plan would be well suited for
a relatively stable workforce of middie-earning employees, who
ave more Tikely fo benefit from higher contribiztion limits: myRA™
is better suited for lower earners who thangs jobs freqdent!y;

- consolidating their savings in myRA would avoid a multitude of

accounts with smalf balances. /
A statutory grounding for the myRA program would give it
permanence and enable new features to improve the functionality
and effectiveness of the praduct. An enhanced myRA platform

coutd also encourage better functioning of the retirament system

as a whole, expanding access o underserved populations.
(For detailed specifications, please see the appendix.)

4. Recommendation: introduce a nationwide minimum-
coverage standard to pre-smpt 2 disjointed patchwork of
state-by-state regulation.

Working Americans should have the apportunity o save
for retirement with every paycheck. Broader access to and
participation in retirement savings plans wauld especially
improve relirement security for middie-class Americans.

Three states have enacted laws tu require that employers
automatically enrolt workers in some form of retirement savings
accaunt, and several additional states seem prepared to follow.
Because they use different savings vehicles and have different
rules, these state actions could frustrate efforts to implement
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nationat retirement employee-benefit policy that provides workers
with strong consumer protections while offering uniform regutation to
employers, many of which conduct business in multiple states.

We recommend a nationwide minimum-coverage standard that
would expand access to workplace retirement savings in a manner
that would be fess burdensome for employers. The standard would
take effect in 2020, after the simpler alternatives for employers
{Retirement Security Plans and an enhanced myRA) have bgen
implementad. Once it is in effect, employers with 50 or more full-
time-equivalent emplovees would have to do one of the following:

1) offer a fully qualified ERISA plan, such as a 401(k) plan or a DB
plan; 2) autematically enroll employses into a Retivement Security
Flan, as described above; or 3} automatically enroll employees into
an enhanced myRA, as described above, Employees would have the
ability to change contribution amounts, up ar down; they could alsa
opt out of contributing entirely. Policymakers should carefully monitor
impiementation of this requirement and adjust the coverage threshold
accordingly.

Employers that prefer not fo select a plan for their employess

could simply forward contributions along with their payroll taxes.
Those contributions would be separated and directed into a default
Retirement Security Plan, Providers coutd apuly to serve as a default
Retirement Security Plan, either nationwide or in a particular region,
and would be selected by the board as part of the certification
process.

Near-universal access to workplace retirement savings plans with
automatic enroliment would increase per-capita retirement savings
for oldar Americans who had heen middle earners by about one-half,
or roughly $54,000 (in 2015 dollars), by 2065
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Figure 17. Retirement Savings for Lower- and Middle-Earners Grow Significantly Under Minimum-Coverage Standard

Projected change in retirement savings among individuals aged 62 and oider in 2065 under near-universal access to workplace retirement savings.

80%
&
& 50%
E
£ 4%
=
s W
2%
[==]
g
£ %
]
=%

2nd Quintile

Bottom Earning
Quintile

Middle Quintile 4th Quintils Top Earning

Quintile

Position in Lifetime-Earnings Distribution

Note: Retirement savings include savings in defined contribution plans, such as 401k} plans, iRAs, and Keogh plans, which are available to self-employed
individuals. Population is segmented based on lifetime earnings; for example, the bottom quintile represents those individuals whose total career earnings
{inctuding wages and salaries) were in the lowest 20 percent of alt Americans. Figure is presented on a per-capita basis, which means that estimates are for
individuat persons, assuming that couples equally divide household assets. Modeling assumptions and methods are discussed on page 47.

Source: The Urban Institute - DYNASIM3

Increased retirement savings would transtate into higher incomes
during retirement. Per-capita net cash income — which includes
cash income from alf sources, such as Social Security benefits
ani retirament account withdrawals, after sublracting taxes and
Medicare premiums - is projected to increase 5.1 percent by 2065
for older Americans who had been middle earmars. %% In percentage
terms, this increase may appear small, but the impact would be
significant for two reasons: 1) The 5.1-percent figure represents a
sustained increase for all years of retirement and 2) the average
includes some individuals who are saving steadily through existing
retirement savings vehicles and who would be unaffected by the

minimum-coverage standard. This means that the impact of the
policy on other individuals who are nat already saving could be much
greater than 5.1 percent,

Tha projected percentage increase in retirement income would be
greatest for middle earners and lowest for the highest samers.
High-income earers typically already participate in workplace
retirement savings plans, The lowest earners generally have less
income to save and are more likely to withdraw savings before
retirement.
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Figure 18. Middie-Class Americans Would Benefit Most from Minimum-Coverage Standard

Projected change in disposable income among individuals aged 62 and older in 2065 under near-universal access to workplace retirement savings,
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Wote: Disposable income includes cash income from all seurces, such as Social Security benefits and retirement withdrawals, after subtracting taxes and
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fifetime earnings; for example, the hottom quintife represents those individuals whose total career earnings (including wages and salaries) were in the lowest 20
percent of all Americans. Figure is presented on a per-capita basis, which means thet estimates are for individual persons, assuming that couples equally divide
hausehold income. Modeling assumptions and metheds are discussed below.

Source: The Urban Institute - DYNASIM3

How Did the Modelers Simulate a Natiomwide Minimum-Goverage Standard? e \

We wanted tu understand how nigas- umversa! 360858 to Auto-enrolimant reti rement savings pians wou!d affect retirement outcumes
The Urban instituts made projections using a mccmsamulat fon model, a powerful too that atiows researnhers to simulate how a polncy
would affect the papulation over many years:

Developing these estimates required assurmptions by the modeters. Specificaﬂy, the modelers assumed that all workers {who ars.
cavered by Sociat Security; are nat self-employed, and are ot participating in an emp!uye&spansdrﬂl retirement plan) are autbmaticaﬂy
envolled in a DC retiremnent savings plart. The defautt contribution rate is assurmed fo start at 3 percent of payand escalate annuéliy by
1 percent of pay until the contribution rate réaches 10 percent of Dl Employees could change fo.a different contri bition rate or opt out
entirely: Amang workers who are offered coverage fof the first hme the assumed opt-out rate (e, the pementage of ndwxduais whose
“contribiti ion rate 1§ equal to zero) varies by age and cofort. For examp!e the assumed optout rate’s roughty 60 pementfor workers i m :
* their twenties and 40 percent for workers i thei forties, Amcng warkers whio do ot optout; 60 percent are assumed to'stay withthe
defalif sontribution rate-and 40 percent are assumed o switch fo.a dif ferent contribution rate, some higher and some lower The mode{
assumes that wotkérs who apt out will not be automati cal!y enrolSed again untif they change jobs. .

47
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in sum, poficymakers must address the coverage gap in workplace
retirement savings plans to achieve substantial gains in retirement
security for middie-class Americans. Near-universal coverage
cannot be achieved under a system in which the decision to offer a
plan is completely voluntary for all employers. On the other hand,
simply requiring afl employers fo offer a plan under existing pelicy
would either create unreasonable burdens for emplayers or leave
warkers without important consusmer protections. The approach we
recommend significantly expands coverage while avoiding these
pitfalls, thereby leaving workers and employers better off.

5. Recommendation: Craft policy to encourage plan spoasors
to help participants diversity and apprepriately allocate their
investments.

Workers who participate in retirement savings plans often retain the
asset allocations from their initiat enroliment for many years, even
when these alfocations are no fonger prudent. This inertia can expose
participants to unintended risk,

We recommend a new safe harbor to imit legat Hability for plans
that automatically realiocate participant investments into a qualified
default investment alternative (QDIA). For example, many plans have
default investment optians that gradually adjust foward a more-
conservative asset allocation {e.g., investing a greater propartion of
funds in bonds and less in equities) as the participant nears a typical
retirement age. Participants would be notified in advance and could
choose to opt out of the realflocation.

6. Recommendation: Clarify plan sponsors’ ability to establish
different default tax treatments to benefit both lower- and
higher-garning employses.

Employers that automatically enroll employees info retirement

savings plans may use fax-deferred or after-tax {Roth) arrangements.

Existing regulation, however, is unclear on whether employers must

use the same default tax treatments for all employees. Furthermore,
Roth automatic-enrcliment arrangements are rare. As a result, some
workers might not gain much or any tax advantage when contributing
fo their retirement account.™ Lower-earning employees, for instance,
may owe little or no income taxes, and therefore would benefit more
from Roth amangements.

We recommend modified regulations and a new safe harhor to clarify
that employers may establish tax-deferred accounts as a default

for some employees and Roth accounts as a defauft for others. For
example, this new safe harbor would fimit fegal risk for an employer
that automatically enrofls lower earners info Roth savings plans

and higher eamers into tax-deferred savings plans, as long as
participants retain the option to switch.

7. Recommendation: Create Lifetime Income Plans as a new,
morg-sustainable retirement-plan design that would be
available for multlemployer DB plans to voluntarily adopt.

Afthough private-sector employers that sponsor DB plans are subject
to minimum-funding requirements under federal faw, plans can
become underfunded. if a DB plan fails, such as when an employer
goas out of business and leaves behind a plan that facks sufficient
funds to pay benefits, federal pension insurance may cover part or alf
of the shortfall in benefits for plan participants,

The Pension Benefit Guaranty Corporation (PBGC), which operates
the pension insurance program, has successfully paid benefits for
failed plans since it was authorized in 1974, Nevertheless, serious
financial challenges exist. In particular, one of PBGC's insurance
funds covers multiemployer DB plans, which involve arrangements
Between more than ene employer and a labor union. PBGCs
multiemployer fund is at significant risk of insalvency in the next
dacade, endangering the rotirement security of millions of workeys. %

A8
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“ jointy sparisored by a labor uniof and more thar one employer.

Total Confusion: Muttiempioyer Plans kvs.‘ :
Muttiple Employer Planis :

Two completely different fayms 6\‘ kretirément:piaﬁsk havgvery.
similarnames: Multiemployer plans {miltis) are DB plans

Wultiple employer plans. (MEPs); whichi ate entirely inrelated fo
rilts, are typically DC setiremerit plans that are sponsored by
multiple felated employers and do ot necessarily involve a fabor
unian in the opsration of Yfie plan. Our proposat o reform MEPS g
and-rebirand them:as Retirement Security Plans would help

< vesolve confusion between the naries of these strictures. /

In 2014, a bipartisan coalition in Congress passed the Kiine-
Miller Multiemployer Pension Reform Act to address the dire
financial condition of some multiemployer DB pians.™ While this
faw provides a pathway for severely underfunded plans fo right
their finances, nona of the provisions would prevent pians from
becoming underfunded in the future.

We recommend a sofution in the form of Lifetime income Plans,
which would blend the strengths of DB and DC retirement plans.
This type of structure has functioned well in the Netherlands
for many years, although these plans, sometimes referred to as
coflective DC plans, have reduced benefits fately.'¥ The Canadian
province of New Brunswick also recently implemented this modet.
in 2013, the National Coordinating Commiittee for Muttiemployer
tans published Sofustions, Not Badlouts, a study developed by a
consensus labor-management process. It recommended that the
United States allow a similar plan structure, which multiemployer
DB plans could voluntarily adopt for futwe accruals.®®

Common features of collective DC plans include:

= Contribution rates that are stable for employers (e, no wild
swings from year to year),

= Asset pooling with professional management,

* Mortality pooling,

= Benefits in the form of a monthly income for life,
= A requirement that plans be very wefl funded, and

= Mechanisms to ensure that decisions are made in advance
regarding how to adjust contributions and benefits if a plan’s
funded status drops below a certain level.

Lifetime Income Plans weuld have many advantages. High funding
standasds and the ability to adjust benefits would make these

plans highly sustainable compared to alternatives, while offering
participants a benefit in the form of regular incoma that they cannot
outive.

Such plans should have a target funded ratio {ie., assets

over liabilities) of 120 percent for a 15-year horizon, the level
recommended in the Solutions, Not Baifouts report. i this threshold
is not met, plans should be required to take prompt corrective action.
Lifetime Income Plans must maintain a contingency plan at all imes
{hat specifies how adjustments would he made. Potential actions
include reducing future accruals, increasing contributions, and when
necessary, reducing accrued benefifs. Plans that exceed the target
threshold would have the aption to increase benefits or reduce
contribution rates, if doing so wauld not cause the plan to drop below
the 120-percent-funded ratio,

Benefits would only be available in the form of a monthly payment
for life, Lump-sum distributions, loans, and hardship withdrawals
would not be permitted. These plans would be treated as DC plans by
PBGC and hence would not he covered by federal pension insurance.
To ensure sustainability, sponsors of Lifetime income Plans would he
required to demonstrate to the Treasury Department that, under a
range of reasenable assumptions, the plan could mest or exceed the
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120-percent funded-ratio target for the next 15 years. The Treasury
Department would establish standards for demonstrating that

plan sponsors have met these funding requirements or are taking
corrective action to meet them and would take enforcement action

if underfunded plans do not make required adjustments promptiy,
This structure is designed to detect and address problems early on,
such that corrections have only a modest impact on participants
anid employers. The approach effectively shares risk among refirees,
active employees, and employers, providing a high degree of security
but no absolute guarantees.

The Uifetime Income Plan struchure would be especially well suited
as an option for the voluntary evolution of existing multiemployer DB
plans, making them more sustainable and reducing taxpayer liability.
Lifetime income Plans should initially be mited to multiemplayer
applications, but once an evidence base exists, policymakers might
consider expanding their availability as an option for single-employer
plans and Retirement Security Plans,

8. Recommendation: Create a private-sector Retirement
Security Clearinghouse to help individuals consolidate
retirement assets,

America’s decentralized retirement system has many advantages,
but it also has some clear drawbacks. For individuals who would
like to consolidate their retirement assets —- either by transferring
funds between employer plans or roliing over into an IRA — the
process can be cumbersome, if nat impossible. As a result, workers
who change jobs several times offen accumulate a variety of small
accounts, which are tedious fo track, A survey found that more than
ong-third of individuals have three or more retirement accounts.’™
Further, the Government Accountability Office reports that, over the
course of a decade, 26 million Americans changed jobs and left at
feast one account behind 5% Retirement finances are already difficult
for many individuals to understand and manage. This dispersion of
aceotmts only exacerbates the challengs.

We recommend the creation of a private-sector Clearinghouse, which
would streamiine transfers and rolfovers amang ERISA DG plans

and IRAs. This entity could also perform additional functions, such
as distributing the proposed Starter Saver's Match {see page 53 for
details) directiy to participant accounts and retaining information
about a participant’s most recent contribution rate. The fatter might
enable more-sophisticated automatic-enrofiment systems when
participants change employers.

To help facilitate the Clearinghouse, the Labor and Treasury
Departments wouid convene stakeholders to agree on data
interchange standards for service providers. Lahor and Treasury
would support the new standards. For example, the agencies would
accept electronic filings that use the new standards. Adoption would
be voluntary for single-employer plans. Other plans, ncluding myRA
and Retirement Security Plans, would be required to adopt the
stantards,

This approach is similar to a 2014 recommendation from the ERISA
Advisory Gouncil, which called on the Labor Department fo encourage
ndustry to develop fechnology standards aimed at streamiining data
transmission and facifitating account cansofidation.®” The council
noted that other countries, such as Austrafia, kave implemanted
comparable initiatives.

The new Clearinghouse would help solve the problem of orphaned
accounts and move the private-sector retirement system towards a
mare-cohesive network.

9. Recommendation: Establish new limits on company stock
in BC plans to help protect employees from potentially
catastrophic investment risk.

Shares in individual companies are among the most volatile
investment options. Some exparts contend that company stock, in
particular, should never be included in DC plans hecause it leaves
workers with undiversified portfolios and because major drops in
campany value often correlate with the risk of job loss.
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Provisions in the Pension Protection Act of 2006 and various lawsuits
have caused the role of company stock in DC plans to decline over
the years.* In general, company stock is not an appropriate invest-
ment for a significant portion of an individual’s retirement savings;
thus, if company stock is offered, we believe it should be limited to

3 modest percentage of each account o reinforce the importance of
diversification.

We recommend that participants who are invested in company
stock should be notified of the risks posed by this investment uption
and should be required to make an annual affirmative election to
continue contributions to company stock funds. Further, the amount
of company stock allocated to workers’ retirament accounts should
be fimited to no more than 25 percent of the account balance. In the
event that an account excesds this fimit, company stock funds would
he automatically refvested in a ODIA, unless the participant sefects
a different investment option,

Modifications to Retivement Tax
Expenditures and Federal Asset Tests
to Support Expanded Savings

Tax faw affects retirement savings in important ways, For traditional
D accounts, income tax on contributions and investment earnings

is deferred from the account holder's working years to a later date,
usually during retirement, In contrast, after-tax contributions to Roth-
style accounts allow workers o withdraw savings, mcluding earmings,
free of income tax during retirement. These tax treatments function
simitarly for confributions to IRAs, which are available in tax-deferred
and Roth versions, and for DB plans, which aflow for the deferral of
income tax, Lower earners who contribute to a DC plan or IRA may
also be efigible for a tax credit, known as the Saver's Credit.

Efforts to analyze the size and distributional effects of tax provisions
for retirement savings have generated considerable disagreement,
Some view retirement tax policy as favoring higher eamers, who are
mare Hkely to contribute to DC plans and 1RAS and who are likely
subject o higher marginal tax rates during their working years than
during retirement. ™ ¥ Others view these provisions of the tax code
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as corecting a disincentive for savings that would occur if both
contributions to and withdrawals from retirement accounts were
taxed. Another contention is that tax benefits for retirement should
be considered within the context of broader U.S. retirement policy,
including Social Security benefits.1®

Tha existing tax treatment may not faciiitate adequate retirement
saving by lower earners who face counteracting barriers in the form
of asset tests for many public programs, such as Medicaid. Savings,
including those in retirement accounts, may threaten eligibility for the
means-tested programs on which fow-earming workers depend,

Our approach inchudes improving the way that costs are estimated
for retirement tax expenditures. We also advance changes to the tax
code and to asset-test rules that would promote access o warkplace
retirement savings plans, encourage saving for retirement among
lower eamers, and fimit tax benefits for individuals who have accu-
mutated many miflions of doffars in DG plans and IRAs,

10, Recommendation: Change congressional
hudget-estimation rules to use a more-accurate, long-term
approach for evaluating retirement tax expenditures.

To make informed decisions about tax and spending palicy,
lawmakers need projections of budgetary impacts. Current
methodolegy for analyzing retirement tax preferences, however, is
problematic.

Official budget estimates of legislation involving retirement plans

and IRAs consider the impact on tax revenues over only a 10-year
period. This approach overstates the cost of tax deferral, since the
exclusion or deduction for any given year's contributions ocours within
the 10-year period, but much of the tax revenue (from withdrawals
fhat occur decades in the future) is not included. Corversely, this
methodology understates the budgetary cost of contributions to Roth
aceounts, because significant tax-free withdrawals of eamings oocur
outside the 10-year projection window.
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We recommend that Congress direct the Congressional Budget
Office and the Joint Committee on Taxation lo estimate retirement-
related tax expenditures using a long-ferm approach based on the
discounted net present value of the projected revenue changes.
Better cost estimates would help lawmakers appropriately consider
the fonger-term impacts of legisiation that affects retirement tax
expenditures.

Precedent musts for this kind of change io scorekeeping
methodology. In 1990, Congress passed, and President George
HW. Bush signed into law, the Federal Credit Reform Act. This law
changed cost estimates for fedsral credit programs, such as federal
student foans and some farm credit programs, from a cash basis to
a net-present-value basis. '

As with retirement savings, hudget-scoring methodology is especially
important when effects beyond the traditional 10-year window might
be significantly different in magnitude and direction from short-term
impacts. if the lang-term revenues associated with tax defersal are
recognized in cost estimates, then efforts to expand access and
increase retirement savings could be easier to offset (i.e., these
efforts would be seen as less expensive). A more-accurate projection
method might also discourage poficymakers from pursuing poficies
that seem fo achieve federal hudget savings in the near term, but
that are, in reality, tkely to result in higher long-run deficits.

Figure 19. Workers Are More Likely to Participate With Automatic Enroliment

Participation rates, by plan design and income.
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11. Recommandation: Promate well-designed workplace
retirement savings plans by increasing the new-plan-startup
tax credit for employers and offering a new tax credit for
employers that add auto-enroliment.

As we have already noted, aceess to and participation in
employer-spensored retirement plans is eritical to retirement
security. Evidence shows that automaticaily enroffing new
employses in retirement plans dramatically boosts participation
rates, A 2001 shudy of several different companies found that
participation rates rose to 85 percent or higher foffowing the adoption
of automatic enroliment {compared to less than 50 percent prior fo
adoption}.®

To encourage more employers to offer well-designed plans and adopt
automatic enroliment, we recommend expanding tax incentives for
husinesses that take these steps. Currently, employers with fewer
than 100 employess can take a tax credit of up o $500 for 50
percent of the cost of starting up a retirement plan. The maximum
startup credit should be increased to $4,500, but the credit should
also be fimited fo employers that implement an automatic-enrofiment
safe harbar, as we propose above. This would maximize the impact of
the tax credit in ferms of increasing refirement savings.

Encouraging new plans {0 utilize automatic enrofiment, however, is
not enough — automatic features showld be added to existing plans
as well. To eacourage the adoption of opt-out designs by currently
operating plans, we recommend a new $1,500 tax credit for existing
small plan sponsars that adopt an automatic-enoliment safe harbor
for the first time.

12. Recommendation: Change the present Saver's Credit into a
refundable Starter Saver’s Match to provide better incentives
for younger savers.

The Retirement Savings Contribution Credit {commonly referred to as
the “Saver's Credit") is a tax credit designed to encourage retirement
savings amang low- and middie-income households. 1 resulted from
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a bipartisan agreement in 2001 between Senators Rob Portman (R-
OH) and Ben Cardin (D-MD), then hoth representatives in the House.
The cradit ufimately became part of that year's Economic Growth
and Tax Refief Reconciliation Act, which also increased contribution
fimits for DC retirement plans and IRAs.

The Saver's Credit subsidizes a percentage of an individual's DC-plan
or IRA contributions up to 52,000 for a given year (or $4,000 for joint
filers). The exact percentage varies: lower-income savers are eligible
for a tax credit equal to as much as 50 percent of their contributions,
while higher-income savers receive a decreasing proportion until

the credit phases out!® (ne of the most common ¢riticisms of the
Saver’s Credit is that it is non-refundable, meaning that an individual
must have a positive income-tax flability to recelve the credit. This
excludes many low eamers who, due fo deductions and other credits,
have no income-tax labifity.

Some have urged Congress to expand the existing Saver's Credit
and make it refundable. These changes may be unfikely given their
cost. Policymakers interested in expanding and refarming the credit
should consider facusing initially on younger Americans, wha are
less fikely to save on their own and have more time unti setirement
for savings to grow.

For workers aged 18 through 35, we recommend replacing the Saver's
Credit with a Starter Saver’s Match that would match contributions

to an [RA or DC plan on a dofiar-for-dolfar basis up te a maximum of
$500 per year (51,000 for joint filers). The match would phase aut
hetween $25,000 and $30,000 of adjusted gross income (AGI) for
single filers and between $50,000 and $60,000 of AGH for joint filers.
The existing Saver's Credit would continue to be available for workers
aged 36 and older.

Unlike the Saver's Credit, the Starter Saver’s Match would be fully
refundable, ensuring that it is available fo thase who would benefit
most. Additionally, the maich would go directly to a saver's refirement
account, ensuring that the poficy serves its intended purpose of
enhancing retirement savings.
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initiatly, our modefing shows that about 10 percent of workers who
are fio older than 35 and who are offered a DG plan would receive the
Starter Saver's Match.® That proportion is projected to decline as
wages grow faster than the eligibility cap. The cost of this proposal to
the federal budget would be approximately $8.4 billion over the first
10 years of implementation (20172026}

13. Recommendation: Establish an overall §mif on the lotal
assets an individual can hold in tax-advantaged savings
accounts to reduce taxpayer subsidies to weaithy Americans,

Under current faw, no ovarall limit exists on the assets that
individuals may accumulate in tax-advantaged retirement savings
aceounts. While the account balances of most individuals are fairly
modest, the Government Accountabifity Office estimates that 314
taxpayers have more than $25 million in IRAs, 791 have between $10
mitfions and $25 million in RAs, and 7,952 have betwean $5 milfion
and $10 million in IRAs.% % Atlowing individuals to accumulate
such farge amounts in tax-advantaged accounts is an inefficient

use of taxpayar resources and goes well beyond the poficy’s original
intention of promoting retirement security.

These large balances are ikely the result of unusual situations, such
as when an individual invests IRA or DC-plan assets in shares of an
early-stage start-up company before the company goes public and
provides farge income returns, Using a Roth IRA for this purpose
would resuit in very large tax savings, disproportionately favoring
wealthier individuals who may use their accounts as a fax shelter,
rather than to fund consumption needs in retirement, For this reason,
policymakers should impose fimits on retirement tax expenditures,
but do so in a way that is simple to operate and affects only the
largest accounts.

To that end, we recommend applying a new fimit to individuals who
accumulate aggregate retirement savings, including alt OC plans

and IRAs, in excess of $10 million. (This threshold should be indexed
to grow annually with average wages.) Individuals who exceed the
$10-miffion cap would be prohibited from making additional
contributions 1o their IRAs or DC plans, This proposal would affect a
refatively smalf number of households and would result in 2 mare-
squitable and efficient use of taxpayer subsidies.

14. Recommendation: End the “stretch” IRA estate-planning
toophole.

Retirement plans are meant to provide for consumption during
retirement, but an unintended conseguence of giving these plans
generous tax freatment has been the creation of new estate-planning
tactics, Under current law, children, grandchildren, and other nan-
spousal beneficiaries can keep assets inherited from IRAs and DC
plans in tax-advantaged accounts for decades after the original
OWNET PASSES Away.

We recommend that non-spousal beneficiaries he raguired to
distribute inherited IRA and DC-plan assets aver no more than
five years. in addition to the spousal exception, we also support an
exception for beneficiaries with disabifities. The loint Committee
on Taxation estimates that this proposat would increase federal
revenues by $5.3 billion over a decade.”

15, Recommendation: Exempt smalt DG-plan and IRA balances
from Requirsd Minimum Distribution {RMD) rulss, thereby
simplifying requirements for many individuals.

Minimum distribution rules, which require individuals to regularly
withdraw savings from refirement accounts beginning at age 70 %%,
try 1o ensure that large refirement accounts are used to provide
income during old age and not as indefinite tax shelters.” Many
waorkers with lower fifetime earnings, however, use Social Security
and/or pension benefits to cover their recurring expenses and might
retain smalf sums in DC plans and IRAs to use for emergencies or



97

one-time expenses. RMD rules unnecessarily impede this approach
by forcing periodic withdrawals.

We recommend that individuals with fewer than $100,000 in
agaregate DC-plan and {RA balances be exempt from RMD rules,
This change would enable older Americans with modest retirement
savings to preserve these assets for emergencies or unexpected
needs, such as fo pay for long-term services and supports.

15. Recommendation: Dxclude modest reltirement-account
batances from asset tests to remove disincentives 1o saving
for lower-income Americans.

Individuals and couples who accumulate savings that exceed
certain thresholds are ineligible for many means-tested public
programs. These programs include Medicaid; Supplemental
Sacurity Income {851, which provides a modest cash banefit (no
more than $733 per month for an individual or $1,100 for a couple)
to older Americans and people with disabilities who have very low
incomas and few assets; and the Supplemental Nutritional
Assistance Program (SNAP), also known as food stamps.1?

Asset tests can e so strict that they even disqualify individuals
of very modest means. In some states, households with savings
as fow as $2,000 are ineligible for programs like food stamps

and Temporary Assistance for Needy Families, a cash welfare
program.} % The asset fimit for SSI, which is also used for some
vategories of Medicaid eligibility, has been fixed at $2,000 for
individuals and $3,000 for couples since 1983517

Asset tests fike these force lower earners info punitive pusitions.
Individuals who are otherwise eligible for these programs must
choose hetween saving even modest amounts for retirament and
qualifying for needed benefits, such as food and housing
assistance. The restrictions effectively make saving impassible
or self-defeating for these Americans.
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In 2014, Congrass passed and President Ohama signed into law the
ABLE Act, which helps certain peaple with disabilities save more
without jeopardizing their program eligibifity " In addition to creating
anew class of tax-advantaged savings account (called 529-ABLE),
{he faw exempted savings in these accounts from assef tests for St
and Medicaid, which provide cash benefits, health care, and
long-term services and supports to many Americans with disabilfities.
Policymakers should extend a similar opportunity to lower-income
workers and Americans with disabifities who do not quafify for
529-ABLE accounts.

Specifically, we recommend excluding the first $25,000 of savings

in retirement accounts (IRAs and DC plans) from asset tests for alf
public programs, Our modeling projects that this exemption would
modestly increase participation in SSI, from 3.0 percent to 3.2
percent of Americans aged 62 and older in 2025.7 Implementing
this recommendation would empowsr more Americans o save and
would provide those receiving cash ar in-kind benefits with a preater
opportunity fo plan for a secure retirement,
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I1. Promote Personal Savings for
Short-Term Needs and Preserve
Retirement Savings for Older Age

Retirement is not the only savings challenge facing the nation. individuals who have the means to save either wers never tasght
Many Americans exhibit low fevels of basic financial security. the vital impartance of personat savings or lack the ready-made
Saving is undoubtedly difficult for many low-income famifies, who  opportunity and information to carry through even if they intend
fack the leeway in their fimited hudgets to save for either short-or 1o save.

long-term purposes. These individuals are less fikely to hold bank
accounts and often rely exclusively on Social Security, which
replaces much of their pre-retirement earnings, for income during
old age.

Research indicates that 57 percent of individuals are not financially
prepared for an unexpected shock to their finances.”® Facing

an unexpected expanse, individuals with insufficient short-term
savings offen take early withdrawals from retirement plans and
The problem of financial insecurity, however, is not fimited to {RAs. Alternatively, households may rely on expensive forms of
fiouseholds near the bettom of the income distribution. Soms credit, fike payday loans.

58
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One federal initiative designed to hoost savings among low-income
Americans who lack bank accounts is the Tax Time Savings

Bond program, which gives workers the opportunity to receive

up to $5,000 of their federal tax refund in the form of paper
Treasury bonds. This program has been in place since 2010 and
has produced more than $70 million in savings.™® The Treasury
Department, however, has only committed fo extend the program
through the 2016 tax season. Bipartisan legistation introduced in
Congress would direct the Treasury Department to preserve the Tax
Time Savings Bond program through 7020, enabling low-income
savers fo continue investing in paper Treasury bonds®

Folicymakers should do more to promete access to efficient
short-term (o “rainy-day™) savings vehicles. Many individuals
would likely benefit from diverting a portion of their paycheck into
a personal savings account, but federal law containg barriers that
prevent employers from automatically enroffing workers in these
fypes of saving arrangements. Promoting a cutture of saving
where more Americans urderstand the importance of saving — is
vital for improved financial security and, uitimately, improved
retirement security.

Critically, Americans who accumulate greater personal savings
might be less fikely fo rely on retirement plans and IRAs in the face
of financial emergencies. The purpose of retirement accounts is

fo bulid savings to provide income and meet consumption needs
during retirement. In many circumstances, however, individuals can
and do withdraw retirement savings before they reach a typical
retirement age.

Pre-retirement withdrawals, known as “leakage.” are a clear threat
to retirement security. While some of these early withdrawals

may be unavoidable — for example, in the event of prolonged
unemployment —- others are not. Leakage often ocours
unnecessarily, as the resuit of poor decision-making, misguided
government regulations, of excessive red tape, In addition to
directly reducing retirement income, early withdrawals can lead to
steep penalties.
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Transferring assets between DC plans when an individual changes
jobs can be a daunting chalienge. Participants often face confusing
and duplicative paperwork, and the rules that guide transfers

and rollovers can vary by plan type and employer. Some firms
affow former employees to remain enrolied in their plan after job
termination — but others do not. There is no guarantee that an
individual’s new employer will even provide access to a retirement
plan.

Federal policy does oo lithe 1o help facilitate rofiovers, especially
with regard to low-bafance accounts. Separation from employment
is the time at which most leakage accurs. More broadly, rules

for early withdrawals are confusing and misguided, and are
inconsistently applied to IRAs and workplace DC plans. A mare-
cohesive systermn would solve many of these leakage issues and
prevent damaging outcomes for savars.

Americans need the appropriate fools and information to preserve
their retirement savings. Our plan would simplify, standardize, and
strengthen the rules that apply to early withdrawals, and enact
other changes to reduce leakage from retirement accounts.
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1. Recommendation: introduce new regulations to harmenize
garly-withdrawal rules for IRAs and 401{k}-type plans.

Currently, separate rules apply to early withdrawals from [RAs vs.
DG plans. Early withdrawals from traditional (RAs are permitted
under any circumstance, whereas early withdrawals from 0C plans
must be due to death, disabifity, or hardship. Hardship withdrawals
from DG plans must satisfy an “immediate and heavy” need, a
term that is narrowly defined by the IRS and typically Himited to
medical expenses, home purchases, education expenses, and
funeral expenses.™® Another contrast is that early withdrawals
from DG plans usually ripger a 10-percent eatly-distribution tax,
whergas IRAs allow many exemptions to this penatty.® These rules
send mixed messages and are confusing to hoot,

Moreover, federal policy can have the perverse effect of
discouraging retirement saving by individuals who take hardship
withdrawals from their workplace DC account. On taking the
withdrawal, these workers are barred for six months from making
additional contributions to the plan. ¥ This restriction is intended o
penalize early withdrawals, but the net result is an impediment to
savers who are trying to get back on track. {(Please see Table 3on
page B0 for further details on early withdrawals.)

We recommend harmonizing the rules for early withdrawals such
that IRAs are heid to the higher standards of DC plans.®® Early
IRA withdrawals should be fimited to the narrow fist of “immediate
and heavy” needs that the IRS prescribes for DT plans, plus two
additional circumstances: involuntary unemployment and health-
and disability-related expenses.'™ These additional circumstances
are already allowed under DC plans.

In addition, IRA owners should be allowed to self-certify, meaning
that IRA providers need not collect further evidence to verify the
hardship. Finally, we support efiminating the six-month ban on
cantributions following a hardship withdrawal.

More generally, the aim of policy should be to preserve retirement
savings for their intended purpose. The reforms we propose

would produce a set of rules that provides a clear and consistent
message to Americans saving for their retirement.

2. Recommendation: Simpiify the process for transterring
rotirement savings from plan o plan.

Too many plan participants cash out their DC employer plans. in
fact, one in three 4010k)-plan participants has cashed out of a plan
before age 59 .

Cash-outs freauently hapnen — eithar voluntarily or involuntarily
— when workers laave their jobs. The byzantine complexity that
faces those who wish to roll over funds is partly responsible for
this leakage. Another problem is that employers have the right to
exercise a “mandatory cash-out” for accounts with bafances up to
$1,000.3 This means that if a terminated employee has $1,000
or less in their 401(k) plan and has not taken action to transfer the
funds to a new plan or rolt them into an IRA, the former employer
can require them to cash out their savings. The terminated
employee must then pay any taxes on the distributed funds, likely
including an additional 10-percent penaity.

The regulations that guide DC-plan foans also unintentionally
promate cash-outs. Many plans allow participants to borrow

from their plan balance (at relatively low interest rates). In most
cases, loan repayment must occur within five years. Unfortunately,
if borrowers leave their fob, any outstanding balance Is due
immediately and, if it is not repaid, is treated as a cash-out and
becomes subject to the 10~percent penalty and income taxes.

We recommend reducing this complexity as a way to dissuade plan
participants from cashing out, Within five years, alf farge DG plans
{with at least 1,000 participants) should be required to provide

a simple onfine form that enables participants to fransfer their
savings to another farge DC plan or to any voluntarily participating
IRA provider. Smalier employers should be encouraged, but

not required, to offer their participants this service. The new
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Retirement Security Clearinghouse we propose could facilitate this
Progess.

Furthermore, we support new regulations to prohibit employers
from forcing cash-outs of retirement savings accounts with
balances of $1,000 or less. if participants do not elect to transfer
or cash out their assets, their savings should be automaticafly
transferred to a myRA account. Finally, DC-plan loans should be
transferrable o an 1RA, so that repayment can oceur according to
the original terms after a job change.

These changes wauld help savers avoid the headaches of the
current rollover process and praserve more funds in retirement
savings accounts.

3. Recommendation: Make technical adjustments to enable
transfers and rollovers from all 457 plans.

Governments and not-for-profit organizations may offer retirement
benefits through 457 plans, which are very simflar to 401(k} plans,
except that they have different contribution imits and early-
withdrawal rules. There are two types of 457 plans: goveromental
plans and nongovernmental plans sponsored by tax-exempt
organizations.

Historically, 457-plan assets could not be fransterred to another
qualified plan type, such as a 401(k) plan, ror could they be
rolled over into an IRA. In 2001, the law was changed to allow
participants in governmental 457 plans to transfer assets fo a
different plan type or roll over assets ta an IRA. This change,
however, did not apply to nongovernmental 457 plans.

We recommend extending the same flexibifity to nongovernmental
457 plans so that participants in these plans can fkewise
consolidate their retirement assets in a single plan or IRA.

4, Recommendation: Glear barriers to automatic enroliment in
multiple savings accounts.

if individuals suffer a financial shock — like a farge hospital

bilt o prolonged unemployment — they should not be forced

in draw down retirement savings, endangering their retirement
security, Workers would ideally accrue “rainy-day” savings, held

in a standard savings account, for these purposes. indeed, lower
earners often need emergency savings more than retirement
savings. Unfortunately, many Americans, particularly those with
fow incomes, struggle to save at all — and some do not even have
bank accounts.

Presently, cumbersome regutations apply to employers that wish to
automatically enrof} their employees into muitiple savings accounts
— one specifically for retirement and one for shorter-term needs.
Many farge busingsses are interested in offering both kinds of
accounts, and clearing away these regulatory barriers would
encourage them to move forward,

To better facilitate short-term savings, we recommend clearing
red tape so that employers can automatically envoll employees via
payroli deduction into mutiple accounts, Spacifically, contributions
could be sphit between a tax-advantaged retirement plan and a
standard savings account covered by deposit insurance. ™ The
savings accaunt would not be tax-advantaged or designated for
retirement. Funds in this account would be accessible without
penaity at any time, and every employee would have the right to
opt out. This type of arrangement could reduce pre-retirement
withdrawals by providing workers with a convenient vehicle for
saving for emergencies,
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Table 3: Current and Proposed Rules Governing Withdrawals from DC Plans and IRAs

- Only atlowed for reasons that the plan

+ may specify {so long as they constitute

i an “immediate and heavy financial
need”}.! The RS has a fist of circum-

¢ stances that automatically qualify as

¢ immediate and heavy:

. Cerlain medical expenses

2. Tuition and related
Pra-Retirement educational fees

. Withdrawals 3. Burial or funeral expenses

4. Purchase of a principal
residence

e

Payments fo prevent pviction
from or foreclosure on a pringi-
pal residence

& Certain expenses for the

repair of damage to a principal
residence

. Individuals must pay income tax on
withdrawals and an additional 10~

¢ percent early-distribution tax.* The

- penally is waived in the case of the

1 death or total and permanent disability
of the participant, as well as ofher
fimited exceptions.

- Taxation of
Withdrawals

i additional 10-percent early-di
+ tax, The penally is waived in the case of
- the death or disability of the IRA owner,
¢ as well as for several other reasans,

1 including for qualified higher-education
~ expenses, up to $10,000 for first-time

Tax Defered DC Plans! |

; Ahways allowed.

i Individuats must pay income fax on
i withdrawals and usually must pay an

. Proposed Rules

Fellow current DC-plan regulations, with

| added exemptions for early withdraw-

als in the cases of imvaluntary unem-
ployment and healthidisabiity-related
expenses.

Clarify that for bath DC plans and IRAs,

¢ the employer or IRA provider would not

have to verify the "hardship” beyond 2
signed statement by the account holder.

¢ Eliminate exemptions that apply only
i to1RAs; apply 10-percent penalty to alf

ibuiion

huyers, and for health-i

‘ prentiums paid while unemploved.

No ion of contrit

cannot maks

C tndividnal

Suspension of
Coniributions

fo their plan in the six manths following
& hardship withdrawal,

early withd , other than in cases
of death, total and permanent disabitity,
and limited other exceptions.

i Follow current IRA regulation,

Tax-deferred DC plans allow individuals to delay their income-tax liability until the time of withdrawal. Conversely, Roth plans receive after-{ax contributions, and

withdrawals are usually tax-free affer age 59 V2. Withdrawals of earnings from Roth accounts before age @

{ax ~ principal may always be withdrawn free of taxes from Roth accounts.

¥ arg subject to taxation and the early-distribution

“A withdeawal Is only permitted for these purposes i the individual has already exhausted certain other possibilities, including avaitable plan oans.

*A few limited exceptions exist for distributions made after the participant's death, for cases when the participant is totally and permanently disabled, for annual
distributions that are substantially equal in amount and made over the fife expectancy of the participant and any beneficiaries, for medical bills that exceed 10
percent of the account holder's adjusted gross income {AGH, for an IRS levy, and for some reservists cafled up to active duty.

60
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III. Facilitate Lifetime-Income Options
to Reduce the Risk of Outliving Savings

Longavity risk, the possibifity that retivees will qutlive thelr savings,
is one of the most significant threats to retirernent security. Social
Sesurity, DB pension plans, and life annuities from insurance
companies all leverage the power and efficiency of mortality pooting
to help individuals manage the financial risks of fongevity. Since
Social Security alone wilf not mest all retirement-adeguacy needs
for most individgals, other fifetime-income solutions offer those
households who have accumulated sufficient savings the promise of
an additional, regutar retirement incore that they cannot outlive.

Yet, many DC retirement plans do not include any guaranteed
tifetime-income features or other functions to help manage the
challenges of the financial drawdown phase of retirement, For those

plans that de offer retirement-income features, participant uptake
historically has been low, despite the efforts of plan sponsors to
addd touls, atdvice options, and educational resources focused on the
retirement phase.®

Al DB plans must offer participants at ieast the option of receiving
banefits in the form of a monthly payment for fife. When given the
cheice, however, DB-plan participants too often elect a single- or
tump-sum distribution, which they typically transfer to a DC plan
or foft over into an RA. I short, most Americans find themselves
financially unprepared for the possitility of an especially long fife,
even if they have had access fo good refirement plans.



This preference for fump-sum distributions among both DB- and
DC-plan participants has many possible explanations, including:
retirees’ uncertainty and fear about losing contral of their assets; the
attraction of a large, immediate payout: as well as misjudgments
about the value of fifetime-income features. Americans nearing
retirement are often unaware of their chances of hving well into their
eighties and nineties. Moraover, insurance products can be complex
and bewildering to consumers, some of whom might fes! that existing
products to not meet their needs. Others might conclude that their
need for recurring income is met adequately by Social Security and
would rather save DC-plan assets for emergencies and other one-
time purchases.

Perhaps present retirement plans simply do not offer the retirement-
income functionatity that participants would find useful, Plan
sponsors and policymakers could try a variety of approaches to help
Americans meet their income needs in retirement. For example,
instead of an all-or-nothing choice between a fump-sum distiibution
and an annuity, participants might respond better fo properly
explained optiens in hetween.

Many tools to address longevity risk are available in the marketplace;
they include insurance products that guarantes regular paymens for
life as well as options that are not guaranteed, but instead aim to
generate a sustainable regular payout that keeps up with inflation.
These options could he presented tn participants in simpler, more-
engaging ways. An underutilized fifetime-income approach is to rely
on retirement savings as a bridge to delay claiming Social Security
henefits, thereby allowing for a larger monthly Social Security payout
later in fife. Because Social Secusity is a fife annuity that increases
annually for inflation, a rare feature in the private market, this
strategy has significant potential to improve retirement security.

Regulators have made important efforts to encourage innovation in
lifetime-income products. in 2014, the IRS issued final regulations
that cleared barriers to the use of qualifying longevity annuity
coniracts (QLACs), essentially fong-deferred annuities, in DC
retirement plans, ™ Under this new rule, participants can use
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a small portion of their account balance, but no more than 25
percent, to purchase a longevity annuity that begins fixed monthly
payments as tate as age 85 and continues for the life of the
participant and/or a surviving spouse.” This could be a lower-
cost method for addressing longevity risk, allowing consumers

to maintain control over most of their assets with the mare-
manageable goal of making those savings last until payments from
the longevity annuity begin.*®

The IRS has also clarified that plan sponsors may include longevity
annuities as part of a target-date fund ¥ * This action provides
plan sponsors with an important avenue fo include a guaranteed
lifetime-income product as part of their plan’s default investment
option, potentially increasing take-up.

What Is a Target-Date Fund?. -

‘fTarget-dam fand” is 2 marketing ferm, but L appears
. i regulation and is commonly usad in the contekt of DG -
rafiremant p!ans[A target-date fiind refers ktokan inykestme‘nt;
- option that gradixaiiy adjusts toward.a more-Conservative :
asset allocation as the participant approachies an ihteg@ded : ;: ;
retirement date. For example; ta:gétfdaté fund would drect.
“most of the savings of 8 younger eimployee nto stocks, while o
Hie portfalia of an older emplayes would be shifted toward =
borids: Many automatic-enrollment plans designate anags
afpropriata targst-date furd 4s the defailt i‘nvésfméni bpﬁan o
\\for participants who do not make their own selection. -

These developments are important steps to help retirement-plan
participants manage longevity risk, but much more can be done.
Policymakers and employers should build on their ongoing efforts
10 improve fifetime-income options and increase uptake among
retirement savers, Effectively addressing these challenges requires
further innovation in both plan design and engagement with
participants, New tools to help participants combing guaranteed
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products with other sirategies {0 generate retirement income
could help as well. Finally, any features should be presented in
a straightforward, understandable manner and should be easity
customizable to accommodate the preferences of participants.

QOur approach envisions statutory and regulatory changes to build a
new emphasis on Hetime income within retirement plans. The goatis
to encourage action by plan sponsors to better support participants
during the retirement phase of plan participation. The proposals
below are designed to give employers options, with the flexibility to
add features aver time.

Mabody knows how tong they will five in retirement, Thus, longevity is
an ynpredictable factor in nearly every American’s financial planning.
Far this reason, policymakers and regufators ought to do afl they can

to faciiitate and encourage ffetime-income solutions that employers

and retirees can fit fo their circumstances.

1. Recommendation: Encourage plan sponsors in gensrai to
integrate sasy-to-use, sophisticated lfelime-income features.

Including ffetime-income options can be a complex endeavor that
entails concerns about fiduciary fiability; in addition, businesses often
have to invest significant time and resources to develap lifetime-
income features.

We recommend providing new safe harbors, modifying regufations,
and giving additional guidance to plan sponsors that wish o
incorporate lifetime-income aptions within a DC plan.*® No plan
sponsors would have to include these options, The avallability of
new safe harbors, however, would promote the inclusion of ifetime-
income features by timiting legal risk to plan sponsars i they follow
certain specifications. Such provisions should aflow substantial
Hexibifity, within limits, to design a tailored solution for participants.

These devefopments could have a similar effect for fifetime-income
solutions as the Pension Protection Act of 2006 had for retirement
plan auto-features, Removing barriers to auto~enroliment and auto-
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escalation, as well as providing imited protection from fiduciary
Hiabffity for the use of QDIAs, increased substantially the number of
plan sponsors that implemented ato-features. The fetime-income
field is ripe for comparable changes.

We encourage leadership from plan spensars to help their workers
address longevity risk. But our recommendations alsa reflect a
recognition that policymakers will need to address some of the
reservations that are holding plan sponsars back from offering
lifetime-income features.

2. Recommendation: Implement specific policy

changes that would enable more plans %o offer sutomatic
instaliment purchases (i.e., laddering) of guaranteed
fifetime-income products.

individuals who purchase an annuity contract risk buying at the
wrong time, such as right after a drop in the market or when inferest
rates, and therefore annuity payouts, are low. Purchasing an annuity
on an instaliment basis over a period of years, an approach known
as “laddering.” can reduce timing risk. In practice, however, i can be
difficult for individuals to make instaliment purchases of annuities,
Retirement-plan participants would hensfit from access to a feature
that makes laddering simple.

We recommend a new safe harbor, along with any necessary
regufatory changes and guidance, to grant mited protection fram
fiduciary liabifity to DC-plan sponsors that offer their participants

the use of 2 service that automates laddering for puschases of
guaranteed fifetime-income product. The instafiment purchases could
use either all or a portion of the participant’s account balance over a
period of years.”® (For background on safe harbors, please see the
bax on page 41)

This safe harbor would not be product-specific and would apply
broadly o insered products that include ifetime guarantess, For
example, the laddaring safe harhor could apply to:
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1) Products that are purchased with an irrevocable, one-time
premium and that guarantee, in exchange, a stream of regular
payments for the Hife of the participant beginning tither
immediately after purchase or at some future date;™

2} Products that guarantee a fetime stream of withdrawals
from an account bafance to which the participant has
continuad access;”” and

3) New products that might become available, as long as they
include lifetime guarantees that are insured obligations.

The fadldering safe harbor would also accommodate opt-in
approaches, in which the participant has the opportunity to
affirmatively select an option; opt-aut approaches, in which a subset
of participants, such as thosa meeting age and plan-asset-level
threshalds, are notified in advance that they will be enrolied into the
option by default unless they affirmatively opt out; and active-choice
approaches {described in the next recommendation). Additionaly, the
Treasury Department should clarify that these laddering features do
not viokate nondiscrimination rules,

Particinants might use only a portion of thelr refirement account

to purchase a guaranteed fifetime-income product, A systematic-
withdrawal method can be a prudent approach for drawing down the
remaining assets. These methods allow participarts to make regular
withdrawals from a retirement account in amounts that are likely to
be sustainable over the fang term. Notably, such amounts are only
expected, and not guaranteed, to fast for the fife of the participant.

Thus, the safe harbor for guaranteed lifetime-income products
should also encourage plan sponsors fo make systematic-withdrawat
methods available to participants. The plan sponsors that adopt this
safe harbor should receive fimited protection from fiduciary liability if
they offer participants the use of an aufomated service to implement
periodic (such as monthly) withdrawals using a methad that is fikely
to be sustainable, but lacks a guarantee. The regulation shouid
identify systematic-withdrawal methods that would qualify for the
safe harbor.

Assuring employers that these lifetime-income products and methods
are permissible would pave the way for greater integration of these
features in DC retirement plans.

3. Recommendation: Implement spacific poficy changes
to promote active-choice methods of selection among
retirement-income features.

An active-choice framework requires individuals to make a decision.
Whereas an opt-out policy auto-enrolls those who take no action,

and an opt-in poficy requires individuals to take initiative, an active-
choice framework lays out severat options and allows individuals to
choose their preference, Active-choice policies have shown particular
promise in the area of public health: studies have shown, for
example, that active choice can increase the uptake of flu shots as
well as people’s willingness to serve as organ donors.?® In the area of
retirement planning, an active-choice appraach has shown promise in
boosting 401{k}-plan enrofiment when compared fo a standard opt-in
palicy, although active choice does not boost ensofiment quite as
much as an opt-out framework, 2

We recommant a safe harbor for DC-plan sponsars that wish fo
utilize an active-choice approach for retirement-income features.
Under such an approach, participants of a certain age, perhaps

10 years before the expected retirement age, would be offered a
simplified menu of retiremant-income options, potentially including
those encouraged by the proposals above. Before taking any
withdrawals from the plan, participants would he required fo make
an affirmative election of whether and how to use retirement-income
features. Participants could choose to decling aff such features and
independently manage withdrawals from the plan.

For example, participants nearing retirement age might respond 1o 2
series of basic questions, such as: “What percentage of your hengfit
would you fike in the form of guaranteed monthly income for life?”
Based o these responses, participants would review a simplified
menu that might include some or all of the following options:

64
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1} Use the entire retirement-account batance i instaliments
over the next several years to purchase a product that
guarantees a lifetime stream of withdrawals from an account
halance fo which the participant has continued access.

21 Use a portion of the retirement-account balance over the
next several years to purchase an irrevocable product that
guarantees a stream of regular payments for the fife of the
particinant beginning at a cartain age.

3) Combine a version of the second option with automated,
systematic withdrawals from the remaining account balance
beginning at a certain age.

4) Decline any retirement-income features and take withdrawals
on an as-needed hasis.

These aptions should be presented in a manner that is easily
accessible fo consumers, accurately describes the consumer's
choices, and discloses important product features, including
whether a certain option is reversible, Participants shouid be

able to select one of the menu options as presented or customize
certain parameters (such as what portion of the account would be
devoted to a gueranteed lifetime-income product or a systematic-
withdrawal method).

This innovative approach to retirement-income degision-making
coutd encourage participants both to consider their future finances
and select an individualized solution. A combination of appropriate
guidance and easy-to-use fools would empower workers to make
decisions that improve their retirement security.

4, Recommendation: Encourage plan sponsors fo offer
information and features designed fo lessen the risk that
workers will claim Social Security benefits early.

For each year between ages 62 and 70 that individuals wait to
claim Social Security benefits, their monthly payments increase by
between 5 and 8 percent. For many retirement-plan participants,
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claiming Social Security benefits later, up o the maximum benefit
age {currently age 70), would improve retirement security by offering
better protection against longevity risk. Working tonger or temporarily
taking larger distributions from retirement accounts are both ways

to facilitate later claiming. This is especially valuable because Social
Security benefits are updated annuafly for inflation — a feature that
is rare in the private market,

We recommend providing plan sponsors with a safe harbor to
implement features that help participants make informed decisions
about when to claim Social Security benefits and that assist
participants in using their refirement-pian savings to enable later
claiming. These features shouid include the ability to generate
customized analyses based on plan data and participant-supplied
information, For example, an onfine tool could guide participants

10 setect appropriate investments and schedule a series of plan
withdrawals that would approximate forgone Social Security benefits
for a certain period, such as the eight years between ages 62 and 70.

Later claiming of Social Security is an underutifized but potentially
powerful approach for improving retirement security, Encouraging
plan sponsors to inform participants and support fools that facilitate
use of this option could significantly improve uplake.

§. Recommendation: Develop new guidance and rules fo
encourage plan sponsors to betier engage participants in
decisions about lifetime income.

Lifetime-income features can be complex, and individual needs
and preferences are complicated and varied. Many participants
waould benefit from a better understanding of their options and

the ability to select a solution that is appropriate for their particular
circumstances, To address this need, the Labor Department

has been developing guidance to encourage plan sponsors to
communicate with participants about etime income and
{ifetime-plan participation,

On a2 related and more-speeific note, although participant-directed
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D retirement plans issue quarterly statements showing individuals’
account balances and investment performance, participants may
have little sense of how much income their savings could generate
during retirement. Plan sponsors have been refuctant to include
such estimates out of fear that participants might infevpret them

a5 & promise and that the sponsor might then become fable if
participant’s actual retirement income falls shorl of the estimates.

The Department of Labor also has a rulemaking process underway
to include lifetime-income ustrations on quarterly plan statements.
in 2013, the department issued an Advanced Notice of Proposed
Rulemaking to require that plan sponsors include 2 Betime-income
Hustration in regular account statements and to establish safe
harbors for such estimates that would protect plan sponsors from
liabifity if actual experience differs #®

We recommend that the department finalize and publish guidance
for plan spensors on communicating with participants about aspects
of lifetime income. For example, plan sponsers should provide
participants with plain-language explanations of longewity risk and
options to address that risk. These explanations could use examples
that are tailored to the solutions available within the plan. The
examples could be customized for each participant based on known
information (e.g., account halance, age, and marital status), as well
as participant-supplied information.

We also recommend that the Labor Department finalize s Hetime-
income iffustration rule to aflow individualized projections using a
range of reasonable, disclosed assumptions. Exprassing potential
lifatime income as a range would more effectively communicate to
participants that actual results can vary depending on a variety of
factors.

8. Recommendation: Clarify the rofe of the plan sponsor in
assessing the financial strength of insurance carriers when
selecting in-plan annuities.

Current safe-harbor guidance leaves plan sponsars that seek to

offer a guaranteed lifelime-income distribution option with foo much
uncertainty about how to evaluate the solvency of potential carriers.
Insurer solvency is a complex fopic that is outside the expertise of
many employers. Requiring pian sponsors to carefully evaluate the
appropriateness of particular investment and distribution eptions

is reasonable, but sponsors should be able to look to others for
guidance on the financial strength of the carrier. Members of
Congress from both parties, including Sen. Orrin Hatch (R-UT)

and former Sen. Tom Harkin, have offered proposals to amend the
existing carrier-selection safe harbor to make it clearer and more
functional,

We recommend that policymakers seriously consider these
approaches and enact a new standard that offers plan sponsors
more clarity about how to assess solvency. Any new approach must
still require plan sponsors to conduct a thorough analysis to evaluate
the cost and benefits of products under potential annuity contrasts.

This new, more-ohjective approach to assessing carrier salvency
might consider several factors: the ficense and accreditation status
of the annuity provider; whether the annuity provider is in good
standing with the insurance regulator in the state of domicile and the
state where the contract is to De issued; audited financial statements
of the annuity provider; and insurer-financial-strength ratings from
third-party analysts.

1. Recommendation: Alfow participants aged 55 and older
10 initiale in-service rollovers for the purchase of annuities
that begin making payments later in life, and improve the
portability of in-plan annuity contracts,

Many DC plans do not incorporate in-plan guaranteed lifetime-
income distribution options. Participants in these plans must wait
until at least age 59 ¥: fo obtain a guaranteed lifetime-income
product, such as an annuity. This lmits workers abifity fo purchase
lifetime-income products using an instaliment approach {also
known as faddaring) fo mitigate timing risk,
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Relatedly, the Treasury Department has already established rules
to encourage the use of QLACS {see page 57), which are insurance
products that guarantee a monthly payment for fife starting no later
than age 85. Compared to immediate annuities, QLACs can be a
lower-cost method to address longavity risk.

We recommend that ERISA be revised and new regulations be
developed, as needed, to enable DC-plan participants aged 55 and
over to initiate special in-service rollovers exclusively Tor purehasing
QLACS. Longevity annuities can particularly improve refirement
security for retiress wha go on fo five especially tong fives. New
regulations should aim to encourage the development of the market
for QLACS and efiminate the potential for leakage. Over time,
poficymakers should consider extending this roffover option to other
irrevocable, guaranteed lifetime-income products.

Plan sponsors and participants alse face spacial challenges related
1o the portabifity of lifetime-income products that are offered within
{C retirement plans. For example, i a plan sponsor offers an in-plan
lifetime-income product and then fater discontinues it (e.g., the

plan sponsor decides to offer a different product or switches fo a
recordkeeper that does not support the ofd product), inactive or
retired participants may be able to roll the discontinued product over
i a different retirement plan or an IRA. Active participants, howaver,
may be prohibited from doing so and could be forced to fiquidate the
product, potentially incurring fees or forfeiting a portion of its value.

Both Sen. Orrin Hateh (R-UT), Chairman of the Senate Finance
Committes, and President Obama have proposed to allow in-service
distributions {i.e., plan-to-plan transfers or rollovers to an IRA) for
participants who purchase an in-plan Hetime-income product that
is subsequently discontinued. This change would facifitate better
portability of Hfetime-income products. In addition to bensfiting
individuals who participate in plans that already include Hifetime-
income products, this step might encourage plan sponsors to offer
lifetime-income products within their plans in the first place.

We recommend that Congress adopt the approach Sen. Hatch and
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President Obama have proposed.”” Doing 5o would improve access
1o fifetime-income products for DC-plan participants and make
these products more portable. The fow prevalence and low uptake of
retiremant-income products in BC plans is uniikely to be addressed
by any single reform, but steps including those proposed in this
section could build significant momentum toward increased use of
these products.

8. Recommendation: Allow DB plans to offer additional
fifelime-income distribution optiens in order to provide
gmployses with more flexibility and discourage lump-sum
distributions.

When receiving benefits, most DB-plan participants must make an
all-or-nothing decision: they can either take their entire benefit as a
marthly payment for Bfe or as a single-sum distribution. The Treasury
Department has issued a proposed rule o clear regulatory barriers
that currently discourage DB-plan sponsors from offering partial
annuities. X For example, participants should be able to receive half
their benefit as a monthly payment for fife and the other half as a
single-sum cash distribution.

We racommend finalizing Treasury's proposed rule to encourage DB
plans to give participants flexibility in cheosing what portion of their
benefit to take as a monthly payment and what portion to take as

a lump sum. In accordance with this change, per-participant PBGC
premiums, which are now paid by pian spansors, should be prorated
when participants opt o take a partial lump sum. For example, i a
participant slects to receive haif of his or her benefit in the form of
a lump-sum distriliution and haif in the form of a monthly payment
for e, the PBGC premium for that participant would be halved. This
change recognizes that the partial lump-sum distribution results

in fewer liabilities for the PBGC to nsure and might encourage
employers to offer the partial iump-sum option.

Additionally, we recommend a second regulation to afiow DB plans
1o offer longevity anmuities. This rule could afien with the existing
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(1LAGs that plan sponsars may now offer to DC-plan participants.
For example, DB participants could receive part of their benefit as
a monthly payment for fife beginning no later than age 85 and the
rest as a single-sum distribution. As above, per-participant PRGC
premiums should be prorated accordingly.

9. Recommentation: Improve work incentives by allowing
qualified retiroment plans to align plan retirement ages with
Social Security.

Currently, qualified DC and DB retirement plans cannot designate
a plan retirement age greater than 65, Allowing plan sponsors to
afign plan retiremant ages with the Social Security full retirement
age {FRA) could encourage participants to work longer and provide
more-consistent work incentives across Social Security and
employer-sponsored retirement plans.

We recommend modifying ERISA to altow plans to transition fo

a retirement age equal to the Social Security FRA. To ease the
transition, this change should be limited fo plan participants who
are at least 10 years younger than the current plan retirement age.



IV, Facilitate the Use
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of Home Equity

for Retirement Consumption

For many older Americans, flome equity is their largest single asset,
Among famifies with assets and headed by an individual aged 75 or
alder, median financial assets stand at about $25,000, while median
net worth {ncluding home equity} is around $717,000.

Homeownership hias many benefits for older Americans, especially
for individuals and couples who have paid off their mortgages. Not
only does homeownership fower recursing living expenses, but home
equity can also serve as a valuable source of retirement savings.
Retirees can downsize and move into 3 less-expensive home, and use
the extra funds to supplement their retirement income. Homeowners
can also tap into their existing home equity without sefling their home,
through home equity fines of credit (HELOCs) or reverse mortgages.
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{Both of these options are detailed in the following pages.)

Unlike tax-advantaged retirement accounts, homeowners suffer no
penatty if they use home equity to fund pre-retirement consumption,
for example, by taking out a home equity foan. in fact, the federal
government actually subsidizes this behavior. The mortgage interest
deduetion aliows borrowers fo reduce their taxable income by the
vale of the interest payments made on alt home-secured loans.
Borrowing against home equity during one’s working years, however,
is tikely a poor choice for many homeowners, as doing So can lead o
greater debt and refated expenses during retirement, when income is
typically Jower,
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Accessing home equity weatth in one's retirement years can also
pose challenges, especially for retiees who wish to remain in their
home. They might use a HELOG, which offers revolving credit with
home equity serving as collateral. These products are underwritten,
however, meaning that eligibility is imited to homeowners with good
cradit and sufficient income Yo service the debt. Another option for
homeowners is a reverse mortgage, a lite-understood and rarely
used product that allows Americans aged 62 and older to ap into
their home equity while remaining in their home or, in preparation for

Currently, too many individuals choose to fap into their home equity
for pre-retirement consumption, while large numbers of older
Americans do not understand fow to utiiize this asset in retirement.
Given the prevatence of *home-rich, cash-poor” retirees, we hefieve
that public policy, at a minimum, should not encourage working-age
adults fo deplete their home equity assets. Our approach would
creats a new alternative for retirees {o tap into home equity while
also increasing efforts to inform homeowners of the various options
available to utifize home equity in retirement.

downsizing, to buy a smaller home. (Please see the box on this page
and the following page for details.)

Reverse mortgages é!io«v homeowiers aged 62 and-older o barrow ‘aga‘ihst iy hoime. A distinctioh betwesn rever‘sé mortgages and

hotne eqmty foans is that the formier require no regular payiments. The foan is.riot diie unti the home § is sold-or hoth the homeowner
“and any spouse passes away, though interest accrues throughout t 1e life-of the k)an

What Is a Reverse Morigage?

The vast majurity of reverse morigages use the Fedetal Heusmg Adm;mstra‘uon 5 (FHA) Home Eqmty Conve{sxcn Mortgage (HECM)

program; which backs reierse mortgages originated by private lenders. ™ Urider the HECM program, bnrmwers an fecelve payments

in.a fump-sum, regufar instafiments, or a combinatian of the two, 2t Alternatwely, an oider homeowner can take outaHECH fine of

credit (HECM LOC), whi oh allows individuals to tapinto their home equity on an as-needed basis: Unhke the drawdown ofa tradstaonai .
_IRA oremployer DC plan, HEGM LOC withidrawals are not taxed,

The amount of hortie equity aLcessihfﬂ undey the HECM program depends o the age of the borfawer, inferest rates, and the value of
‘the home.™ For example; a 72-year<old humeowrier ift & -percentinterest- ra(e ew;mnment can !everage arvurid 58 percent of hisor
her home value,

* The HECM program has also tightened lending standards in recent years, largely due to the losses that resulted from the 2008 :
hotising market ¢rash, These changes reduced the risk, and therefore the cost: of such Tosses 1o the federal govemment both by
tightening principal fimits-and by vequiring Aew borrowers 1o demonstrate their ability o cover typical homeawnershxp expenses and
thus avoid foreclosture. ™ As a resu!t the HECM portiolio is currenﬁy vamed at $7.9 billion; upfmm -$1.2 bilforyin 201428

Product compiex;t s and expenses have discouraged the use of reverse mortgages The market for such murtgages s smal! at

around 1 perrent of the size of the traditional mortgage market, and fewer than 3 percent of eligible homeowners participate, CH

retirees who are mast likely to'seek a reverse mortgage are home-rich” and ‘cash-poor” in the sense that they typically Hiave little to

it savmgs besides their home equity.and rely (i sprupori onateiy ot Social Security for their retirement | income.: L
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What Is a Reverse Mbrtgage? (continued)

Priorto aceepting aloan, prospective HECM horrowers must
receivg financial counseling, which s subsidized by FHA

and designed to ensure that homeowners understand their
options and make decisions with full understanding of the
implications. 27 Counselors are fequired fo accurately Canvey :
Hie refative advantages and disadvantages of different
payment plans. Furthermars; regufations stipulate that lenders
must pmvide a clear explanation of the various features and
options available i borrowers 2429 : R

Revérse }nortgages tan be tisky and-are rot appropriate for
- - evetyone, Hnmeownerskrisk‘ losing their home to foreclosure if
“they horrow oo much Gpfront and do not reserve Some credit

availability ta pay for property taxes, insurance, and hoing

SR maihte‘nan‘ce. :
Mﬂrev&er, reverse mortgages are expensive, as lenders and .-
_thie government charge high fees and interest to account
for poteniié! losses that may occur upon seffing the home.
Spe‘ciﬁcal!y, HECM horrowers are required o pay-both an
upfront and annial martgage instrarice premium (MIP) that
isan be costier than the insurance offerad for FHA-backed
 traditional mortgages.™™ For example, 4 person wha is.
finiancing ruch of the coust of a typical fiome purchase would
likely: pay 1.75 percent of the loanin the upfront MIP, plus 0.8
nerceni annually. 2 If thig- same person pays off his or fier -
tiome: and chiooses to initiate a HECM upon redching refiremeént
age, he o she couid phy up to .5 percent initially and. 1.25 .
pescent annyally in MiPs, though these fess would not be
due un#} the home is sold: Despite these costs, however,
reverse mortgages can bie an especially useful taol for retired
homeowners who wish to age in‘place.

1R dation: End subsidies that encourage the use
of home equity for pre-retirement consumption.

The portion of alder Americans halding mertgage debt has more
than doubled in recent years. This increase in borrowing to fund
pre-etirement consumption poses a threat to retirement securily,
especially for individuals who hold a high percentage of their wealth
in home equity. Debt service can sap limited retirement income,
feaving retirees with less to spend on consumption necds. Part of
the blame les with federal policy, which encourages hume debt by
making mortgage interest tax deductible.

We recommend Yimiting these tax deductions, as the federal
government should not encourage individuals o borsow against
their homes for pre-retirement consumption. Tax deductions should
no longer apply to mortgage interest when home equity decreases,
stich as through HELOCs, mortgage debt for second homes, second
mortgages that reduce home equity, and refinancing ransactions.’
Removing current tax subsidies would increase the incentive for
homeowners to preserve their home equity for retirement. This, in
turn, would boost retirement security among households with a
disproportionate amount of wealth locked up in their homes.

2. Recommendation: Strengthen programs that support ang
advise consumars on reverse morigages.

Despite the risks and costs outfined above, a reverse mortgage can
be a prudent option for some retirees, especially for those who wish
fo remain in their homes and who have high levels of home wealth
but fack sufficient retirement savings and income. In addition, these
products can protect against longevity risk, Undrawn HECM LOCs in
particular can provide older Americans with additional liquidity by
allowing them to tap into their home equity as needed. Uttimately,
many homeowners could benefit from a reverse morlgage in
retirement, but have not considered the possibility or are unaware
that advice is avaitable from FHA-sponsored independent counselors.
These counselors can help homeowners develop a budget, assess
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their resources, and determine whether a HECM reverse mortgage is
an appropriate option.

We recommend providing additional resources to FHA to administer
the HECM reverse-mortgage program. A portion of fhe funds should
enhance the existing financlal-counsefing program, FHA should alse
promote awareness among retirses by increasing advertising for this
program, Since the retiress who could henefit most from a reverse
mortgage are unfikely to have 3 financial advisor, spreading the word
about low- or no-cost counseling is important.

Furthermore, we recommend that FHA engage a variety of

agencies that are focused on retirernent securily, including the
Treasury Department, the Labor Department, PBGC, the Social
Security Administration (SSA) and the Consumer Financial Protection
Bureau {CFPB), to develop a strategic plan for how reverse mortgages
can play the most appropriate rofe in retivement security. This plan
shoukd include consumer education. For example, PBGC and the
Lahor Department could both encourage pian sponsors fo promote
FHA-sponsored counseling options and contact participants directly.
Similarly, SSA could include information about counselfing options

on the Social Security statement, through separate communications
with beneficiaries, or during the application process for Social
Security benefits.

Coordinated efforts across government agencies to strengthen the
role of home equity in providing retirement security could help to
increase awareness of yeverse mortgages. Such coordination could
also improve FHA's existing counseling program, providing new
perspectives and fresh insight.

3. Recommendation: Establish a low-dollar reverse-morigags
nool for retired homeowners.

The current HECM reverse-mortgage program aflows older
homeowners to access a farge portien of their home equity for
consumption purposes, This makes HECM reverse-mortgage
products risky, and therefore expensive, as the vast majerity of

borrowers opt o fake the maximum amount allowable. Along with

an originatien and monthly-servicing fee, borrowers owe an initial
mortgage insurance premium (MIP) that can cost up to 2.5 percent
of the maximum claim amount {typically, the value of the home), as
well as an annual MIP of 1.25 percent of the outstanding batance, not
including any undrawn line of credit. %% These funds go to FHA
in exchange for hacking the program. For example, i the proceeds
from the sale of a home are insufficient fo repay the loan balance,
FHA covers the difference with MIP revenues, ensuring full repayment
10 the lender. Thus, high MiPs are a reflection of the risk that the
federal government assumes through the HECM program. =27 But
high costs ultimately make the program unsuitable for individuals
whe want to borrow smafler amounts.

We recommend offering a low-doflar reverse-mortgage poot that
would operate alongside the current systern as a way to allow retirees
fo tap into smaller amounts of their home equity. For example, FHA
could fimit borrowing from this pool to no more than 30 percent of a
hame’s value. These mortgages wauld aperate in a separate, lower-
risk pool, which would remain hacked by FHA. With tighter borrowing
limits, homeowners would be less likely to take on high levels of

debt, and the federal government would face less risk from a housing
market downturn. This would allow FHA to charge a lower MIP —
fhopefully less than 1 percent each for upfront and annual premiums.

Between 2010 and 2013, FHA did in fact offer a fower-dollar reverse-
mortgage product, called the HECM Saver. At the time, the HECM
Saver provided fowsr loan proceeds in exchange for a lower upfront
MIP. The program remained risky and costly, however, as some
horrowers were able to fap into large amounts {over 50 percent) of
their home equity. Because of this, the annual MIP remained identical
to the standard HECMs. 28

Our proposed fow-dolfar reverse-mortgage pool would be structured
differently than the HECM Saver, further fimiting the amount of equity
accassible to horrowers. This, in turm, would further reduce risk,
allowing FHA to charge even lower fees.
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Compared to the current system, a scaled-down HECM might appeal
to a different type of borrower — a retiree who faces a non-recurring
consumption need, for example, rather than somsone who has
long-term, serious financial issues. Reverse mortgages in the new
oot could help fund home modifications to faciitate aging-in-place,
finance a grandchild's coflege education, or pay uncovered medical
expenses. A lower-doflar poof would broaden the market for reverse
mortgages, giving “home-rich, cash-poor” retirees the ability to fap
into a smaller amount of their home value at a more-affordable cost.
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V. Improve Financial Capability
Among All Americans

Financial capability refers to the knowledge, abifity, and opportunity
s a crucial aspect of both

to manage one’s own finances.’
retirement security and personat savings, and it touches broadly on
all of the challenges and recommendations that we have put forth
in this report. Without a hasic knowledge of personat finance and

iy navigaie a path to secure

hudgeting, Americans canngt sffech

retirement,

The widespread decline of DB retirement plans has forced workers
to be fargely responsible for their own retirement savings. This
means that financial capability is a precondition for success in
today's economy, Uninformed decisions - tke choosing not to
save, drawing down savings in imprudent lump sums, o investing
disproportionately in a single company stock ~~ can have serious

repereussions in retirement.

Unfortunately, too many Americans possess low levels of financial
capahifity. This is especially true of younger peaple. Research from
the Financial Industry Regulatory Autharity (FINRA) indicates that 23
percent of Miflennials and 19 percent of Gen-Xers spend more than
their income. Shockingly, 12 percent and 7 percent, respectively,
remain unbanked {that is, without access to banking services) ™

While we believe that indfviduals must attain the understanding
and exhibit the motivation to take charge of thelr financial futures,
local institutions and government have roles to play as well, To
improve financial capability, schools and businesses should focus
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on boosting financial edusation. Public schaols that offer financial-
capability courses find that their graduates have much greater
confidence in financial matters and are able to make betfer choices
later in fife. Research from FINRA has found that including financial-
education coursework in 2 state’s K-12 curricula is associated with
improvements in average credit scores and a reduction in credit card
definquencies.” Many workers also want to boost their financial
capability: in surveys, more than 80 percent say they would
participate in a financial-education program at their workplace, ™

Federal programs could do 2 better job harnessing behavioral
respanses 1o foss aversion and improving “just-in-time” interventions,
which seek fo nform individuals at times when they are making major
financial decisions, such as when to claim Social Security. Ultimately,
a combination of commonsense reforms and investments in financial
education would improve financlal capability for all Americans.

1. Recommendation: implement the recommendations of the
President’s Advisory Council on Financial Capability.

1n 2010, the White House convened the President’s Advisory
Council on Financial Capability, which ultimately put forth a host of
recommendations designed to improve financial education in the
United States.®® The council called for better use of technology in
promating financial capability and advocated increased engagement
by key community organizations and institutions, such as fbraries
and community colleges. The council also developed a set of
recommendations for employers, including a Workplace Financial
Capability Framework that describes best practices for employers
interested in designing and implementing initiatives to promote
financial capability.”*

We urge relevant stakeholders to adopt the council’s
recommendations, Implementing these recommendations has the
potential to directly impact personal savings and retirement security
by empowering individuals fo make financial decisions that are in
their own best interast.

75

2. Recommendation: improve persenal financial education in
K-12 and higher-education curricula,

Financial capability is particularly lacking among younger Americans,
who lag behind their internationat peers in financial knowledge. In
fact, only 17 states require high school students to take a course
on personal finance.” % Survey results seem to reflect this lack
of preparation. According to Money Matters on Campus, ina
survey of 43,000 college students, just 58 percent of respondents
indicated that they felt prepared fo manage their money.™ Twalve
percent stated that they refuse to check their bank-account
balances out of nervousness.”® While many universities offer
courses an personal finance, very few include these courses in their
general education curricula.

We recommend incarporating personal finance as a regular part of
the country's basic education curricuium. Coursework should startin
K-12 scheols, possibly as part of the Common Core State Standards
Inifiative. Indeed, the President’s Advisory Councll proposed a

host of recommendations along these fines.™ Among the council’s
recommandations are initiatives called “Money as You Grow,” an
onfine platform that provides chifdren and families with educational
resources to boost financial capability, as well as "Money as You
Learn,” a companion site tn help educators infegrate personal finance
into the Common Core standards.?

in addition, we encourage institutions of higher education to adopt
more-comprehensive financial-capability coursework requirements.
Graduation could be dependent upon either passing a course or a
financial capability test,

integrating personat finance inte the nation's education system would
provide young Americans with a fismer grasp on financial capabifity
and empower them fo make respansible decisions about retirement
and personal savings throughout their fives.
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claiming Social Security benefits tater.

te the ad of

Too few older Americans understand that their Social Security
monthly benefit wilf increase if they claim fater, Forty-six percent of
those claiming 0AS! benefits in 2014 claimed their benefits at age 62
~— the earliest opporfunity?* ¥ Moreover, a significant majority of
eligible individuals claim hefore the full retirement age. For many, this
decision is fikely to be unwise, costing them thousands of dollars per
year in foregone Social Security benefits during their later years.

Fortunately, many apportunities exist within the Social Security
program to inform workers about the benefits of claiming later, One
important avenue is the Social Security bensfit statement, which SSA
perfodically mails to workers. It displays a projection of banefits if
Social Security is claimed at age 62, at the full retirement age, and at
age 70.%*° Recipients, however, aften find the information confusing
and difficult fo interpret.

We recommend better communication with current and future Sociat
Security beneficiaries to explain the advantages of claiming benefits
later™ (ne way o achieve this is by redesigning the Social Security
statement to stress the higher monthly benefits that come from both
continuing to work and claiming benefits later. For example, SSA
could leverage behavioral insights by emphasizing in the statement
how much workers stand to gain in benefits if they continue to work
for steady earnings and claim at the full refirement age rather than

atage 62, or at age 70 instead of at the full retirement age.” Seging .

this comparison in their SSA statement many times over their career
could help workers incorporate the information into their retirement
planning before they make the dscision to claim,
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How Doss the Age of Claiming Atfectan
“Yndividual’s Socza! Security Benefits?

o individuial's monthly Social Secunty benfit vanes great y
" pased o when they claim. Beneficiaries who chimatthe.
~full etirement age (FRA), which s carently 66; receive the

normal benefit amount; Bénef‘ciaﬁéé who claim after the'
FRAare anarded 2 higher man’(hfy benefit to account for:
i tact that they are expected o conect benefcts for fewer

{ecé'veadd' tidnal years.of Shcial | Security income ! k: Sh

Under the cirent Tormula; an mdrv&duais mon‘chiy beneﬂt ;s
. permaniently reduced by 6 and 2/3rds pement

Benefits and their £ RAHfan individual claims miore than:

2 percent for-each avditional year. Converseiy, ifa benefici iciary
- claims after the FRA, the benefit is mcreased by 8 pefcent
peryéar (up to age YG) 7"5 k

o The FRA i§ currenﬂy schedu)ed to fise: te e 67 by the year
2022t that pmnt ndividuals who claim benefni tage 62 :
(ite ead Jiost age of elighiliy) wi i feceivea mouth iy beneﬁ’i i

they claimed at the FRA. In contrast md idials wm wart
- untihage 70 totlaim benefets will e et ifled toa monthly“ S

enefit thatis 24 percent arger than their benefitwould

Have beert had they claimed at the FRA. Furthermors, the:

the percentages above it an individual cantmues t0 work m
e intervenin i3 years

yeafs, while tkhosekwhn clair bifore the FRA sea akre;!uctm : i - :
- i monthy bengfits 1o adjust for the expectation that ey wil-

eachof thefrst three years between ihe age that éhey claxm : -

thre years before the FRA, the benefitis fmherkréduc‘ed hy f L

that 1530 percent smaller than theywouid b entitied Wit -

increased. bingfits for }ateré!aiming canhe evén g‘reate‘fkthani .

7
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4. Recommendation: Rename the Social Security claiming
ages 1o provide mors information about the benefits and
conseguences of claiming fater vs. sarlier.

The way SSA currently refers o different Social Security claiming
ages fails 1o clearly reflect the trade-offs involved in claiming earlier
or fater, which can translate to smaller o larger monthly benefits,

In fact, the title “carly eligibility age™ sounds like special treatment,
faisely indicating to some individuals that they are being encouraged
{0 claim benefits at a younger age.

We recommend renaming the Social Security claiming ages to clearly
convey the benefit implications of the decision. The earliest eligibity
age, currently age 62, should be renamed the “reduced benafit age”
and what is currently age 70 should be remamed the “maximum
benefit age.” The FRA, which is currently scheduled fo rise to age 67,
should be renamed the “rormal benefit age.” These changes should
be stressed in communications with beneficiaries and in the public
discourse concerning Sacial Security.

Emphasizing the distinction betwean the decision to claim benefits
and the decision to stop working is impartant, Nonetheless, many
view these two decisions as one joint determination. The neminal
changes we have proposed could encourage older Americans to more
carefully consider when to claim Social Security benefits and how
long to remain in the workforce.

5. Recommendation: Ensure that prospective applicants at
Social Security field offices raceive accurate information
about claiming options.

SSA is officially neutral ahout when Americans should claim So-

cial Security benefits, However, anecdotes about individuals being
pressured to claim early, such as at the time of Medicare enroliment,
are common.

We recommend ensuring that front-fine Social Security workers give
prospective claimants accurate information about the implications of

the claiming dacision. This should include an estimate of their benefit
if they claim today and the benefit Jevels they could expect to receive
if they claim later. Additionally, the sponsoring organizations for
chartered financial analysts and certified financial plannars should
be encouraged to address the issue of claim timing with professionals
who take their qualifying exams.

6. Recommendation: Rename the Retirement Earnings Test
(RET} and effectively communicate its purpose to working
Americans who have claimed Social Security benefits,

For workers who are youngar than the FRA and who have already
claimed Secial Security henefits, the program withhiolds benefits

if eamings exceed $15,720.2 The withholding ocours at a rate of

$1 for every $2 that the worker earns above that threshold 2 Any
benefits withheld due to the RET, however, are returned in the form of
a permanently increased benefit level when the beneficiary reaches
the FRA. The intent of the RET is to discourage premature claiming of
benefits and preserve income for post-retirement consumption.

Many beneficiaries, however, are confused about how the RET works
and mistakenly befieve that it causes them to lose banefits outright,
As a result, some beneficiaries may suppress their earnings or leave
the workforce entirely to avoid what they percaive to be a reduction in
benefits.

We recommend renaming the RET as the “benefit-deferral feature” or
using a similar labe! that conveys its actual purpose. This step, along
with more-gffective communication about how the RET works, could
strengthen work incentives for beneficiaries who might otherwise fear
that they would lose henefits if they continue fo work.
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VL. Strengthen Social Security s Finances
and Modernize the Program

Social Security provides the foundation of retirement income for continua fo play the central vole in providing Americans with a secure
Americans of all economic circumstances. In order to plan and ratirement.
prepare appropriately for retirement, today's workers need to know

Even setting aside the program’s financial chalienges, scheduled
what they can expact from the program.

Saciat Security benefits by themselves are inadequate for many
Currently, profected Social Security revenues are insufficient to cover  Americans. Despite a progressive benefit structure that replaces
ful scheduled benefits and, without changss to address tis shortfall,  a lasger share of earnings for beneficiaries who worked for Jower

future benefit levels will be lower than schediled. This situation wages, henefits can be quite modest and insufficient to kesp some
poses a serious threat to many Americans’ retirement secunity. older Americans from fafling into poverty. In December 2014, the
Predictable and adequate Secial Security henefits are especially average menthiy Old-Age and Survivors Insurance (CAST) benefit
important for older Americans who have fower or middle earnings for retired-worker beneficiaries was roughly $1,330.% Moreover, for

over thelr ietimes. These Americans are fikely to have fewer savings  one-third of these beneficiaries, monthly Social Securfly ncome was
and ta rely on Secial Security for the vast majority of their retirement  less than $1,050.%
tncome. With the changes we recommiend, Social Security can
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Social Security also provides weak marginal work incentives toward
the end of an individual's working life. As workers near retirement,

hetter work incentives within Social Security would improve both
retirement security and the financial condition of the program.

they continue to pay taxes on earnings to support the program, yet
often acerus little or no additional benefits as a result. This sends
the wrong message to workers, The program should be recalibrated
fo encourage work at older ages. Working longer aflows more time to
accumutate savings, shortens the period of retirement consumption
that must be financed by savings, ant facifitates later claiming of
Social Security benefits (which results in larger monthly payments).
O top of these advantages for personal retirement security, a longer
average working fife vields additional payrofl-tax revenue for the
Social Security program and benefits the broader ecanomy. Thus,

The program’s struggling finances present an opportunity to address
these issues while preserving Social Security as the foundation of
the U.S. retirement system for generations to come. Our approach
makes several important improvements to the program while
retaining its histerical financing structure. Specifically, the package
of recommendations detailed in this section enhances benefits for
vulnerable populations, reduces poverty among older Americans,
impraves work incentives, strengthens program finances, and
maintains a reasonable balance between tax burdens on workers and

Figure 20. Commission’s Social Security Proposals Significantly Improve Program Financing

Projected Social Security revenue and spending (as a percentage of GDP) for individuals aged 62 and older under various Secial Security scenarios:
benefits payable under current law, scheduled (but underfinanced) henefits, and the commission’s proposals.
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#ote: The payable scenario assumes that benefits are limited to levels that can be financed with evisting, dedicated Social Security taxes. The scheduled scenario
assumes that benefits are somehew paid aceording to the existing benefit formula despite insufficient revenue to finance them,

Source: The Urban Institute - DYNASIMI
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income support in retirement,

Any set of proposals to adjust Social Security benefits is typically
compared with two scenarios: scheduled benefits and payable
benefits. The payable scenario assumes that, once trust funds are
depleted, benefits are fimited to levels that can be financed with
existing, dedicated Social Security taxes. The scheduled scenario
assumes that benefits are somehow paid according to the existing
benefit formula even if they cannot be financed by current dadicated
fevenue sources.

The Urhan institute and the Social Security Administration {SSA}
analyzed our Social Security reforms, including their interactions,
compared with the payable and scheduled scenarios. The

resuits of their analyses show that the commission’s package of
recommendations would extend Social Security’s abifity to pay
benefits without abrupt reductions through the end of the 75-year
projection period. Moreover, the program's chief actuary found
that this package successfully meets the criteria for “sustainable
soivency,” meaning that Social Security would be financially sound
beyand the end of the 75-year projection period.” Figure 20
shows the projected impact of our package of proposals on program
finances.
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What Is the biﬂérent:e Between Sociai .
Security’s Scheduled Benefitsand
:Payab!e Benefxts Scenarms? :

it collests in prograny révenues. The oasl Trust Fund iS
proj jected to be depleted 1n 2035,

k We examing the impactof our prop(}sal re!ahve to two
different scenarios after 2015, Inthe scheduled Bensfits
sconario, we 4ssums that Soclal Sectrity centmues oo

Ui pay hienefits as prescnbed under the current formula even :
hough 1 they cannot be fmanced bytrust fund kmgs am :
dedlcated Teveniue sources : o

o Inthe payabie-beneﬁts scenano we assume that surrentf
o lawis enforced-and that Bensfits are hm»ie{i o the ameun’( kk
that can be findnced by dedxoatezj fax revenue This: lmp!xes
a roughly 23-percent reduction-in tota! Social Secunty

OASHTiust F\md is exhausted and gach year: therea
: "assume that this: reductxon m beneﬂts is app! ed even!y o aH :
Social Seturity benef cwanes B

Underrunenttaw cftheSocaalSecuntytmstfundsare L
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Figure 21. Commission's Social Security Proposals Would Allow for Substantial Future Benefit Growth and
Avoid Abrupt Changes to the Incomes of Older Americans

Projected average disposabie income (in 2015 doltars) for individuals aged 62 and older under various Social Security scenarios: benefits payable
under current faw, scheduled (hut underfinanced) benefits, and the commission’s propesats.

sz Sefigduled (Underfinanced) Benefits Scenario -

$37,000
$365,000
$35,000
$34,000

$33,000

=== Payable (Fully Finanaced) Bensfits Seeniario- == Commission Package (Fully Financed)

$32,000

Average Disposable income

$31,000

$30,008
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Hote: Disposable income includes cash income from all sources, such as Social Security benefits and retirement account withdrawals, after subtracting tases and
Hedicare premiums. Disposable income does not include cash equivalents from in-kind benefit programs, such as the Supplemental Mutiition Assistance Program
(SNAP). The payable scenario agsumes that benefits are fimited to fevels that can be financed with existing, dedicated Social Security taxes. The scheduled
scenario assumes that benefits are somshow paid according to the existing bensfit formuta despite insufficient revenue to finance thein. These estimates assume
no change in eamings or retirement account withdrawals. Figure is presented on a per-capita basis, which means that estimates are for individual persons,

assuming that couples equally divide household income.

Source: The Urban Institute - DYNASIM3

Importantly, we call for a gradual phase-in of these reforms, as
shown in Figure 21, to provide time for future beneficiaries to adjust
their plans accordingly. This would result in average benefit levels
that initiafly track closer to scheduled levels and mave gradually
closer fo a mid-point between scheduled and payable levels.

The Urban Institute alsu analyzed the impact of our package of
recommendations on retirement-securiy autcemes. While improving
Social Security's finances, our recommendations would actually
increase incomes, compared fo both payable and scheduled
scenarios, for those program beneficiaries who are most at risk of
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poverty. Under our proposals, the poverty rate among individuals
aged 62 and older would decrease by 1.9 percentage points (a
25-percent reduction) in 2035 relative to a scenaria in which benefits
are paid as currently scheduted. The poverty reduction is much
greater (5.3 percentage points, or 49 percent) when compared

ta the scenario in which benefits are fimited to levels payable by
dedicated program revenues or when compared to today's levels
(3.4 percentage points, or 38 percent). These dramatic poverly
reductions, shown in Figure 22, are achieved by making Social
Security's benefit distribution more progressive and by enhancing
benefits for widows and widowers,
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Figure 22. Commission's Secial Security Proposals Would Reduce Poverty Among Oider Americans

Projected poverty rates for individuals aged 62 and older under various Social Security scenarios: benefits payable under current law,
scheduled (hut underfinanced) benefits, and the commission's propasals.
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Note: The payable scenario assumes that benefits are limited to fevels that can be financed with existing, dedicated Social Security taxes. The scheduled scenario
assumes that benefits are somehow paid according to the existing benefit formula despite insufficient Social Security tax revenues to finance these benefits.

Source: The Urban Institute - DYNASIMG
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To hetter understand how the system would ook if all of the seheduled-banefits and payable-benefits scenarios.
commission’s recommendations were fully implemented, the
modelers also developed detailed projections showing how benefit
changes would affect select groups of beneficiaries in future
decades.

Similarly, Figure 24 shows the impact of the commission’s
recommendations as a percentage increase or decrease in
disposable income relative to the scheduled-benefits and
payable-benefits scenaries. This chart highlights the

The impact of changes to Social Security benefits can be evaluated package's progressivity.

either at a defined point in time for alt beneficiaries or over the
fifetime of hypothetical households — both metrics are impartant
{0 consider, as the resuits can be different, Figura 23 shows
projections of average incomes for older Americans in 2065 under
the commission's proposals and compares these cutcomes fo the

Under our proposals, older Americans from across the fifetime-
earnings spectrum would have higher incomes, in many cases
much higher, than under the payable scenatio. While beneficiaries
in the middle of the lifetime-earnings distribution would have

Figure 23. Commission’s Secial Security Proposals Would Provide Higher Incomes to Older Americans than
They Would Receive at Payable Levels Under Current Law, Near Scheduled Levels for Middle Quintiles

Projected average disposable income (in 2015 dollars) for individuals aged 62 and older in 2065 under commission proposals and in two reference
Social Security scenarios: benefits payable under current law and cursently scheduled (hut underfinanced) benefits.
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Note: Disposable income includes cash income: from all sources, such as Sucial Security benefits and retirement account with , after subtracting taxes and
Medicare premiums. Disposable income does not include cash equivalents frum in-kind benefit programs, such as the Supplemental Nutrition Assistance Program
(SNAP). The payable scenario assumes that benefifs are limited to levels that can be financed with existing, dedicated Social Security taxes. The scheduled
scenario assumes that benefits are somehow paid aceording to the existing benefit formula despite insufficient revenue to finance them. Population is segmented
based on lifetime earnings; for example, the bottom quintile represents those individuals whose total career earnings (including wages and salaries) were in the
fowest 20 percent of all Americans, Figure is presented on a per-capita basis, which means that estimates ae for individua! persons, assuming that couples
squally divide household incoma,

Source: The tirban Institute - DYNASIM3
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Figure 24. Commission’s Social Security Proposals Would Significantly increase Incomes for Lower Earners

Projected change in disposable income for individuals aged 62 and ofder in 2065 under commission proposals relative to two reference Social
Security scenarios: benefits payable under current faw and scheduled (buf underfinanced) benefits.

Commissioh Package Compared o » Payable (Filly Financed) Benefits Scenaria = -Schsduled (Underfimanced) Benefits Scenario
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e

Position in Lifetime-Earnings Distribution

Mote: Disposable income includes casth income from aif sources, such as Social Security benefits and rati

account wals, after subtracting taxes

and Medicare premiums, Disposable income does not include cash equivalents from in-kind benefit programs, such as SNAP. The payable scenario assumas that
henefits are limited to fevels that can be financed with existing, dedicated Social Security taxes. The scheduled scenario assumes that benefits are somishow paid
according to the existing benefit formula despite insufficient revenue to finance them, Population is segmented based on fifetime earnings; for example, the bottom
quintite represents those individuals whose total career earnings (including wages and safaries) were in the jowest 20 percent of ali Americans. Figure is presented

on a per-¢apita hasis, which means that estimates are for individua! persans, assuming that couples equally divide household income.

Source: The Urhan Institute - DYNASIM3

incomes & percent below schedulad levels, beneficiaries with the
lowest lifetime eamings would actually have incomes even higher
than scheduled fevels (by 5 percent). Importantly, older Americans in
every lifetime-earnings quintile would have real incomes significantly
higher than similarly situated individuals have foday.

Despite the fact that some middie-earning beneficiaries may see
rettuced benefits refative o scheduled levels in a giver year, lfetime
Social Security benefits would be the same or greater for many of
these beneficiaries due to the enhanced survivors benefit and other
reforms, The tables in Figure 25 display estimates of the effects

of aur Social Security reform package on the lifetime benefits of
hypothetical househalds, by family configuration and number of work
years. Over a lifetime, households in the bottom two quinttles of
sarners would 01 average receive higher benefits than scheduled
levels under our proposed reforms, middie samers would receive
benefits roughly at scheduled levels, and the highest eamers would
be closer fo payable levels. These outcomes could be achieved
while avoiding the higher taxes that would otherwise be required to
fund current benefit schedules.



127

Figure 25. Commission’s Social Security Proposals Increase Progressivity and improve Work Incentives

Projected fifetime combined Social Security and St benafits for hypathetical workers born in 1993 {age 67 in 2060), by family type and earnings (AIME)
fevel, refative to two reference Social Security scenarias: benafits payable under current faw and currently scheduled ¢hut underfinaneed) benefits.

. Comission Proposals Relafve 10 Payable Berefits

Single Individual

Two-Earner Couple {equal sarnings)

Wark Years Bottom Ind 3rd 4th Tuu thm'm an m Ath Tup
Quintile Quintile Quintite Quintile Guiniile Quintile Quintite Quintite Quintile Quintile
25 153% 156% 145% 127% 8% 152% 137% 121% 115% 81%
3 159% 156% 139% 120% 88% 151% 1371% 127% 116% 30%
3 166% 153% 135% 118% 9% 153% 138% 131% 120% 98%
40 175% 156% 140% 175% 103% 163% 149% 142% 130% 108%
4 168% 147% 140% 128% 105% 159% 152% 147% 135% 110%

Two-Earaer Couple (equal earnings)

Single Individual
Work Years Bottam Znd Ird l}th Top Bottom 21@ 3rd ‘6th To;?

Quintile {hintile Quintite Quintite Guintile Quintile Quintile Quintite Quintile Quintile
25 140% 122% 1% 6% 64% 118% 104% 9% 86% 81%
30 136% 118% 105% % 6% 116% 104% 95% 87% 8%
15 134% 116% 102% 88% 7% 7% 104% 98% $0% 73%
a0 0% 119% 106% 9% 7% 124% 112% 107% 98% 81%
45 127% 110% 104% %% 8% 120% 114% 1% 101% 82%

Mote: The pavable scenario assumes that benefits are limited to levels that can be financed with existing, dedicated Social Securlly taxes, The scheduled scenario
assumes that benefits are semehow paid according to the existing benefit formuta despite insufficient revenue to finance them. Figure is presented on a per-capita
basis, which means that estimates are for individual persons assuming that couples equally divide household benefits. Please see the box on page 87 for an explanation

of AME.
Source: The Urban tostitute - DYNASIMI
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What Do the Lifetime-Bensfits Tables Show?.
The tables in Fﬁgure 25 campare the discounted value of
fifetime benefits under our propasals with discaunted fifetine
benefits under both the scheduled- and payable-benefits
scenarios™ Comparisans are displayed for hyputhetical
households with different eamihgs lavels, family configurations;
and-time speit in the workfgrce. - i :

Uniike previons charts, which show the impact of dur

- recomimendations in a particular year, these tables sfiow

< the effect on the Hfetime valie of henefits received by &
hausehold. The tables aisa focus specifically on changes in

k Sociai Security benefits rather than on broader measures of
income. (Sacial Sécurity is-a smaller cpmpanent af avera!kl_ .
iniconie for high-income Howsehalds.) In the case of a married
‘couple; the analysis combings lifetime benefits for bath-
mermhers of the housefiold. Valueskqve‘r 100 percent mean
that the: housahold would receive greater lifetime benafits -
" tider our proposals relative £ the Comparisah scenario, -
wiile valugs under 100 percent ndicate that the houseiold

o would reéeive lower benefits. Fnr‘examp)e, lifetime benefits
Yo & sigle individudt viho worked Tor 40 years i the second-

highest guintite of the lifetime-earnings distribution would béj :

.- 25 percent higher under the commission's proposals than in
the payable-benefits scenario bit pércent below ‘séhedu!ed‘

~ levals. (These tables o not show the effects of changes ta
SociatSecurity taxes, which would vary across the scerarios =

<-considered.) : //

QOur reforms would also imprave work incentives, especially for
Americans who are near retirement and confronting dacisions
about whether to remain in the workforce for another year

ar fwo. Many of those who would benefit most from these
changes, both in doflar terms and as a percentage of currently
scheduled benefits, would be individuals and couples who have

worked for at least 35 years in covered employment. In particular,
Figure 25 shows that benefit adjustments would be more generous
for individuals who have spent 40 years in the workforce compared
to those who have worked for only 35 years, regardless of their
earnings tevel. This is a particularly important age range to focus on,
as more than two-thirds of Americans over the age of 62 in 2065 wil
have worked for more than 35 years.” At that point, many of thase
individuals will be making critical decisions about whether to retire or
extend thelr working lives.

Our package of recommendations would achieve these results by
modifying Social Security's benefits and dedicated revenues. On

net, the Office of the Chief Actuary estimates that the reforms we
have proposed would close 53 percent of the program’s shortfall
through changes to revenues and 47 percent through adjustments to
scheduled henefits. The Urban Institute reached a similar canclusion,
estimating that the commission's package would close 54 percent of
the program’s financial shortfall through changes fo revenues and 46
percent through adjustments to scheduled benefits.

Addressing the unsustainable finances of the OAS! program is integral
to improving U.S, retirement security. Waiting to do so untit 2035,
when the crisis is unavoidable, would be the worst of all outcomes
— both for individuals who are collecting benefits at that time and
for indivicuals who are still in the workforce. As we developed this
package of proposals, we sought to batance changes to revenues
and benefits while minimizing infergenerational inequities, This is

10 easy task. if current and soon-to-be beneficiaries are shielded
from significant changes to benefits, younger generations must carry
most of the burden of program changes, hoth in terms of paying
higher taxes during their working years and in termis of absorbing
future benefit adjustments (relative to scheduled fevels). However,
younger people would be significantly better off i our proposed
recommendations are implemented than i policymakers falf to
atdress Social Security’s financial challenges.

If adopted, the commission's recommendations would secure the
program’s trust funds for 75 years and bayond, enhance protections
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‘ How-Are Social S‘ecurit‘y Beheﬁts Calcu!ated7

When:a worker becores efigible to rece ve OAS\ heneﬂs thr. Somat Securi ty Admi nxstrauon (SSA) uses 3 fﬂur Sstage pmcess to
determme iisor her morithiy benefi t amount : :

Step 1: Calcilate thé worker's average indaxed monthly eamingsk(i\lME), SSA caletlates the-worker's éverage indexed~m§nihiy :

eamings (AINE) by adjusting edch year's eamings (\np to ‘the maximiim covered under Social Secu 'iy) by thegrowthiin averagek :

Wages since ths wages ‘were eafned and determmsng he 35 b highest-garning vears o indexed.”* Averagmg these adj usted annua! =
“gamings and dividing by Y] yields the individual's AEME :

Step 2: Calculate the primary insurance amount (PiA) baised on the workar's AIME. SSA applies a progressive benefit formulato.
the worker's AIME to calculats the worker's primary insurance amount (PIA). The PIA is the nonthly Social Se‘uuriiykheneﬁt thatan - -
individuat who tiaims: at full retirement age would receive. (The full retirement age is 66 fur md»vsduals born be’tween 1943 and 1954; .

it phases ip 1067 thereaﬂer) Under clrvent Saw the farmuda for 2016 1s ;

) 90 percent of the worker's AIME i i 1o $896;-
Ce g percentof ANE between $856 and $5.157;
e . lus 15 percent of AIME above that (and below the tasable capof §9,875):

: The dollar amounts at which the PIA factors change (curvently. $856 and $5 157)-are Known as the pmg(am S“bend pmnts " The bend :
pmnts ae mcreased each yéar by the percent i ncrease. in average wagexs :

Siep 3 Adjust the benefit to accaum for whether the worker stam}d recewmg benefits befors or after ﬂze full retirement
Sage (FRA) Inveality; orily a smaif fraction of workers start reuewmg Sac»a! Secunty Bensfits at the age-assumed i it thé caicuiaﬁon
Coftheworkers PIA Warker claims henef:ts before the. full fetsrement age (FRA), SSA reduces the moathiy benefitipioa:
k - maximin of 30 percent for individuals who fidve ait FRA of 67 and olainy at age 62, In coiitrast, if a worker claims after reaching
the kFR‘A SSA increases the monthiy benefit up to-a maximuntof. 24 percent for workers with-an FRA of 67 wm} claim at agé B
These: adjustments o munthiy hignefits afe-made because beneﬂmanes who claim befors orafter the FRA At expected o recewe
: benefits-for longer or:sharter periods of tims, respechve}y The intentis o keep expected lifetime benetits constant mespectwe of i
iarmxng age, thoughi the actual impauthlt vary by individual, Ad;ustmenss fm sarly ordelaved r!atmmg apply to:spousal beneﬂts and e
any suhsequent Susvivars benefit, 25 welt asto the pnmarg clal mant Thisis the f nal step iy camslatmg an md;v;dua! s mma! Soma!
Serurity bengfit amount : :

SteM Adjust the worker's benefit anually to account for i‘nﬁétion Oncé the initial henef‘t amount‘is established SSA éd‘usts L :
henefits in each succesding year for inflation; as measired by the Consumer Price Index for Urban Wage Eamers and Clerical Workers L
: (CPi W Thu anniial benefit adjustment srefe{red toas a vost-of-living ad ustment (COLAYZ S /




for those retirees who are most at risk of poverty, and modernize
Social Security for the changing U.S. workforce, We hope that
this package demonstrates, first, that it is possible to wark
across partisan and ideological lines o address an issue that is
critical for all U.S, workers, and second, that a hetter future for
Social Security is aftainable if we act soan.

Policymakers racently ook action to improve Social Security on
2 hipartisan hasis by closing an unintentional foophole that
aliowed beneficiaries to use arcane “claim-and-suspend”
strategies fo increase their benefits. ™ These unintended
benefits accrued fargely to individuals in upper-income
households, who were maore fikely to be aware of these sirategies
and coutd afford ta claim only modest Sociat Security benefits in
the near term.

Congress and the president closed this loophole in 2015 by
adopting a requirement that individuals must claim and receive
their individual benefit at the same time that a spousal benefit is
claimed on their record, We commend policymakers for working
{0 strengthen the integrity and eguitability of Social Security and
hope this represents the beginning of bipartisan efforts to improve
the program. Our recommendations offer a framawark for further
progress foward that objective.
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Recommendations for Improving insurance amount {PLA) is progressive, with eamings at lower levels
Social Security replaced at higher rates.* This formula is applied to the average of a
worker's highest (wage-growth-adjusted) 35 years of covered eamings,
known as average indexed monthly earnings (NIME).™ The current
benefit formula includes two “bend points” at which the marginal
replacement rate for samnings, known as the PIA factor, changes,

This section describes a package of reforms designed to protect
workers across the earnings spectrum in retirement, including
particularly improving retirement security for lower-income
heneficiaries, while attairing long-term salvency for the Soctal
Security program. We recommend revising these hend points and PIA factors, as
indicated in Figures 26 and 27, to make the benefit structure more
progressive. A 10-year phase-in of the new formuia would begin for
claimants who turn 62 in 2022. Due in part o this recommendation,
our package actually increases benefits for the lower-earning workers
The formuta for calculating a Sociat Security beneficiary's primary who are at greatest risk of experiencing poverty in old age.

1. Recommendation: Increase the progressivity of the
benefit formula,

Figure 26. Current-Law and Proposed Bend Points and PIA Factors

Current Law (2016)

Up o $856 50% Up 1o $1,095 95%
. Between $1,095 and $3,655 2%
Between $856 and $5,157 2% | : :
: . Between $3,655 and 95,157 15%
Between $5,157 and
Between $5,157 and 15% new taxable maximum §%

taxable maximum ($9,875) (§16.250)

Hote: None of the Social Security recommendations apply to 2016. Rather, bend points are displayed using 2016 values (adjusted for wage growth) to show a
consistent comparison between the proposed PIA formuta (once fully implemented) and the current PIA formula.
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Figure 27. Commission's Proposal Makes the Social Security Benefit Formula More Prograssive

Proposed benefit formula vs, current formuda (in 2016 wage-indexed doltars), by average annual eamings.

s Gurrent Benefit Formala
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Hote: This chart assumes that a worker has consistent samings {after aceounting for wage growth) for 37 vears in covered employment, Absent reforms to
strengthen the program’s finances, the “current benafit formula” values would be reduced by 23 percent starting in 2035.

Source: BPC staff caloutations

2. Recommendation: Apply the benefit formula annually
{o earnings to more evenly reward continued work,

The Social Security benefit formula applies to a worker's average
earnings. Thus, it does not distinguish between higher eamers who
work fewer years and lower earners who work many years. Both
receive 3 relatively Bigh replacement rate from Social Security, sven
though the progressive benefit formula is intended to advantage
those who are most fikely to nead the retirement income. For
example, an individual who earns $100,000 for 15 years receives
the same benefit as one wha earns $50,000 for 30 years.

Individuals with few Social Security-covered eamnings years are

not necessarfly from lowes-income households. Rather, many older
Americans with shorfer eamings records either immigrated mid-
career, are married 10 a higher-income spouse, or became wealthy
through imheritance or their own efforts. The current benefit formula,
however, redistributes income toward such beneficiaries on the
often-mistaken presumption that they are low-income individuals,

A related issue is that Social Security provides limited work
incentives to nearly afl workers as they reach older ages. These
problematic work incentives are mainly caused by two aspects of the
current benefit formula. First, the formula only counts a worker's 35
highest-earning years. Thus, once an individual has worked for 35
years, any additional years of eamings can at best replace lower-
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paring years from earfier in the person’s working iife. In practice, Security benefits, workers continue to face the same payroli-tax rate
hecause each year of earnings is adjusted for national average wage  that they paid throughout their working ife. The trade-off between
growth, the difference is typically small.™® Second, because earnings  Social Security taxes paid vs. future benefits received strongly favors
are averaged before PIA factors are applied, most workers have earfier retirement.

earmned the maximum that can be replaced at the 90-percent rate
early in their career, As a resull, these workers receive a much lower
reptacement rate on all additional earnings. At the same time, despite
diminishing refurns to continued work in terms of expected Social

For thase reasons, we recommend applying the replacement-rate
formula to each individual year of a worker's earnings to calculate
an “anaual PIA," as detalled in Figure 28, Under the annual-PIA

Figure 28. Calculation of Current Benefit Formula Compared to Annual-PIA Benefit Formula

CURRENT FORMULA PROPOSED FORMULA

i
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approach, SSA would calculate a PIA for each year of wark; these
amounts would then be added up and averaged to calcufate a
worker's actual Social Security benefit, This change, which would be
phased in aver five years beginning in 2022, would better distinguish
between workers with similar total lifetime earnings but different
tenures in the workforce. For example, using an annual PIA, a
worker who earned $100,000 i a given year but who had a shorter
career would have the progressive benefit formula applied & that
individual year. Consequently, most of these earnings would receive
a 15-percent replacement rate. By contrast, under current law, the
same earings might be replaced at 90 or 32 percent i the worker's
high-earning years had baen averaged in with other years when

the worker did not pay info Social Security. By ending preferential
treatment for workers with fewer years in the workforce, an annual
PiA would increase the incentive to work,

Implementing an annual PIA can also provide additional benefits to
individuals with fonger working fives. By 2035, according o current
projections, roughly 6 in 10 Americans over age 62 will have worked
mare than 40 years. ™ Social Security’s structure should reflect this
reality by rewarding additional years in the workforce heyond the

35 years that the program now recognizes, Thus, we recommend
counting up to 40 years of eamings in the annual-PiA farmula, and
dividing the result by 3775 This change would provide an incentive fo
continue working, especially for individuals whao are nearing typical
retirement ages. In effect, the accrual of Social Security benefits
wauld look mare fike the accrual of benefits under a private pension
plan, Instead of the current formula, in which each added year of
work after a certain point may only slightly affect an individual's
Sociat Security benefit, our proposal would increase henefits
proportionally with each year of work, up to 40 years.

Lastly, an annual PIA would improve Social Security's transparency,
helping workers understand the marginai benefit of an additionat
year of wark 2 This information should be clearly reported an Sacial
Security statements, thereby reinforcing improved work incentives,

3. Recommendation: Establish a basic minimum benefit to
enhance Social Security for beneficiaries with fow incomes.

Far various reasons, millians of older Americans five with very low
incomes, in or near conditions of poverty. Some of these individuals
worked infermittently and for fow wages, due fo a variety of
circumstances, and therefore earn only meager Social Security
benefits,

The average annual 0AS! benefit for current beneficiaries who are
in the bottom quintile of the fifetime-eamings distribution is less
than $9,100 — significantly below the federal paverty fevel 2 For
these individuals, most of whom are also among the least able to
accumuiate significant personal savings during their working years,
a higher benefit is necessary fo keep them ouf of poverty during
retirement.

We recomrmend establishing a new basic minimum benefit (BMB}
within Social Security to reduce poverty among 0ASH beneficiaries.
Starting in 2020, a modest additional amount would supplement
standard Social Security payments for low-income beneficiaries ahove
the full retirement age. The specific BMB amount for each individual
would be scaled so that those with the lowest 0ASE benefits would
receive the largest BMB add-on payments. Total benefits (0AS!
including any BMB supplement), however, would always increase

with additional cavered earnings, preserving some incentive for fower
eamers to continue working.

Lower-income heneficiaries wha struggle to maintain consistent
employment during their pre-refirement years would benefit most from
this new provision.”™ The BMB, along with the other reforms that the
commission is proposing, would increase overall retirement income for
heneficiaries with lower ifetime eamings.

2
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Figure 29. Basic Minimum Benefit Provides Boost to Individuals With Low Social Security Benefits

Composition of total Social Security benefits at the FRA for a single individual {in 2016 wage-indexed dollars}.

= Monthly ORS! Benefit (Without BMB} = Basic Minimum Benefit

$1,200
$1,008
$800

$600

Monthly GAS] Benefit

$400
$200

$0

Monthly OAS! Benefit (Without BMB)

Hote: This example assumes 2 single individual claiming at the FRA once the BMB and other changes to the henefit formul2 have been fully implemented.

Sowrce: BRC staff caleulations

To demonstrate how this proposal would work in practice, supoose
that the BMB were implemented in 2016. 1t would be scaled using a
formuta Hustrated in Figure 29, For example, a single person with a
monthly OAS! benefit of $500 would receive a $284 BMB, bringing
the total monthly Social Security payment to $784. A single person
with a somewhat higher monthly OAST benefit of $750 would receive
a BMB of $109, for a total monthly Social Security payment of $859.

The BMB wouid effectively replace Supplemental Security income
(SSi) for ail eligible OAS) beneficiaries above the full retirement age,
hecause SS! benefits are replaced by OAS! benefits dollar-for-doliar.
This would vield federal budget savings outside of Social Security,

9

which could help to offset the cost of our other recommendations
that are aimed at expanding participation in workplace retirement
savings plans. Unlike SSI, which requires an application for
anrofiment and includes a resource test, the BMB would nat apply
a rasource test and enroliment would be automatic, The Social
Security Administration would add the BMB fo the benefit of any
eligible beneficiary. Notably, the Social Security Administration
estimated in 2002 that almost 40 percent of eligible beneficiaries
did not participate in SSI, meaning that a significant portion of this
papulation did not collect benefits to which they were entitled % An
automated process would efiminate this problem and hetter protect
these individuals from poverty,



The BMB would be calculated by reducing a hase amount by 70 cents
for every dollar of Social Security benefits received. i the policy were
implemented in 2016, this base amount would e $634 per month for
singles and $951 for couples. Single bensficiarias with monthiy DASE
benefits {before any BMB is added) under $906 per month (31,359
for married couples) would receive a BMB; beneficiaries with 0AS!
benefits above the thresholds would not, The phase-out described
above would ensure that individuals who are Bkely to qualify for the
BMB always have a marginal incentive to eam mare during their
working years. The base amount used to calculate the BMB would be
indexed to average wage growth moving forward.

We develfoped the BMB's specifications through extensive modeling,
with the goal of improving retirement outcomes in a targeted and
efficient manner. If our approach is implemented, poticymakers
should periodically review the parameters of the BMB supplement,
hoth in terms of program costs and in terms of its effectiveness
in reducing paverty and ensuring thet low-income workers receive

adequate henefits.

Of course, the BMB is not intended to support households with small
OASE benefits and large amounts of non-Social Security income,
Thus, any single filers with an adjusted gross income (AGY) of more
than $30,000 or joint filers with an AG! over $45,000 wha do not
have their BMB offset by Social Security income would have fo repay
their BMB through the income-tax system. Our modeling shows that
in 2025, around 9.6 percent of individuals over the FRA would receive
{and keep) a BMB.7?

Commission members believe in the need to provide greater support
for those workers who had the least opportunity or capacity to save
for retirement throughout their careers. The BMB would raise incomes
for these beneficiaries and substantially reduce poverty amang older
Americans.
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‘What!s Supp!emental Secumy Income? -

‘Sapp!ementai Secunty Income (SSI) isa federai pmg(am that :
; pmvxdes cash bensfits to mdswdua 5 vnth iow mcemes and
few assels who aittier-are over age 65 orhavea dxsablhty
- More than? sillion oider Americans receive SSI thmr k

and heneﬂts are reduced kfromkthe§e fevels it benehcxanes
- have ofher income; including Sobval Seﬁuﬂty benéﬁts o

pmg:am is fundad with general revenugs, not by the paymn
- and seli-employment taxes thatf inarice SocraiSeLunty
Participation among older Amencans in St Increases. by age,
“as refiress. ‘experience dr@ps if income, exhaust assets and o

in'SS, white 7.9 percent of Americans aget S5andolder

saceive $51.2° S5 benefits are inderet to general mﬁatmn i

-confrast to inftial Social Sacurity beneﬁts which are mdexed :

Hy wage growth. Becaise inflation is generaiiy ower than :

wags growth; ttie pmpomon of older Amencans who as
Qmme for 8SEis expected to shrmk

ave(age mantily benefitis $435 25 The maxi mum monthiy i
- 531 benefitis $733 foran mdmduai arid $1, 0ok acouple

CThe Socnai Security Admm strai ion adm msters SS 1 but the i

- thus qualify for the ;Jrogram The madeters sstimate that - :
36 percent of Amerﬁeca:ns inthelr eariy seventies partgmpate‘ i

4. Recommendation: Index the retirement age to fongevity
to refiect ongoing increases in average life expectancy.

The fufl retirement age (FRA) s the age at which an individual can
claim a menthly Social Security benefit equal o his ar her PIA. The
FRA was increased from 65 fo 56, the current level, over many years
as a result of the Social Security reforms adopted in 1983, The FRA is
seheduled to continue rising gradually to 67 for individuals who tum
62 years oid in 2022 or later.

94
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Figure 30. Americans Are Living Longer — and This Trend Is Projected to Continue

Historical and projected life expectancy at age 68, by gender.
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Sociat Seeurity benefits can be claimed as early as age 62, the
earliest elighility age, but the monthly benefitis pernranently reduced
for every month that a beneficiary claims before he or she reaches
the FRA. Conversely, an individual who waits to claim past the

FRA veceives 2 parmanently higher monthly benefit. The increases
continue for each month that an individual waits up to age 70, the
mayximum benefit age.

To reflect changes in life expectancy, we recommend gradually raising
both the FRA and the maximum benefit age. Starting in 2022, both

of these thresholds would rise by one month every two years. The
gradual increases would continue for 48 years untif the full retirement
age reaches 8% and the maximum benefit age reaches 72 (in 2070),
The earliest age of efigibility would remain unchanged, meaning that
the maximum benefif reduction for early claiming would increase by 5
percentage points for each year that the FRA is increased.

if projected longevity trends materialize, this gradual increase in
the FRA would mean that, decades in the fulure, individuals whe

55

retire when they reach the FRA would spend roughly the same
proportion of their adult lives in retirement as they do today, on
average ~ and a substantially higher proportion of their lives in
retirement compared to previous generations of bensficiaries.””
Because projections become more uncertain the further ahead one
estimates, policymakers should re-examine whether to continue
indexing the full retirement age once it reaches 69.

Notably, longevity increases have not been evenly shared across
the income distribution, and the life-expectancy gap betwsen
upper- and lowsr-income individuals has grown over time.”® Some
of our other recommendations, including changes to the benefit
formula and the BMB {the latter of which would become available
at the FRA), would more than offset the impact of a higher FRA on
individuals with lower lifetime earnings.

As Americans ive longer, Social Security cannot afford to provide the
current trajectory of benefits for an ever-increasing number of years
without either reducing annuaj benefits {such that fifetime benefits
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are unchanged) or increasing total program costs at a rate exceeding
growih in worker earnings. Constraining growth in the number of
years over which benefits must be paid reduces the need for such
outcomes. Gradually adjusting the FRA over time would ensure that
Social Security adapts to changing demographics and pravides
workers with sufficient notice to account for a higher FRA when
making savings and retirement decisions.

5. Recommendation: Use a more-accurate measurs of
inflation for Soclal Security's cost-of-living adiustments and
for indeving parameters within the tax code.

Sociat Security beneficiaries receive an annual cost-of-iving
adiustment {COLA) on their benefits to reflect inflation, as measured
by the Cansumer Price Index for Urban Wage Earners and Clerical
Workers {CPI-W). Many economists befieve that the CPI-W overstates
actual inflation because the measure insufficiently accounts for
consumers’ ability to change purchasing patterns in response to
relative price changes (among other computational issuss).?*

We recommend finking COLAs to the Chained Consumer Price Index
for All Urban Consumers (C-CPI-U) beginning in 2017, The C-CP-U is
an alternative measure of inflation developed by the Bureau of Labor
Statistics that better accounts for substitution effects and fixes the
technical issues with the CPI-W. This reform would have a positive
effect on Sacial Security’s finances by ending the practice of paying
COLASs that exceed general price inflation.

Adjusting the federal goverament's official measure of inflation would
alsa raise general revenue if the change were applied to the income-
tax code. Most rate thresholds, as well as many deductions and
cradits, are indexed to inflation. Using the C-CPI-U would mean that
these thresholds grow more slowly over time, In 2014, the
Congressional Budget Office estimated that applying the C-CPI-U

to the tax code would raise approximately $150 billion in additional
revenue over 10 years.”® The revenue from this cerraction could be
used to offset the costs associated with other reforms to incentivize
savings and promote stronger retirement security.

6. Recommendation: Cap and re~-index the speusal benefit.

Individuals who are either married or divorced {after a marriage that
lasted at least 10 years) may be entitled, regardiess of their work
history, to a Social Security spousal benefit, The maximum spousal
PiAis equal to half of the PIA of the individually entitled worker.

The amount of the spousal benefit, like the OAS! benefits claimed

on a person’s own work record, depends on the age of claiming.

A beneficiary may only claim the higher of their individual benefit,
technically known as a retired-worker benefit, or the spousal benefit.

The current spousal benefit fails to reflect changes in women's
workforce participation since the time when Social Security was first
enacted, Today, with a significant majority of working-age women
working outside the home, wives of men with high incomes are less
likely to work than women in less-affluent households.” As a result,
the spousal benefit mostly benefits certain high-income families who
can afford to have only one earner and, in this way, undermines the
progressivity of Social Security.™

We recommend capping the maximum spousat benefit for new
claimants at half of the 75th percentile PIA (which is equal ta the
spousal benefit received by someone married fo a worker in the 75th
percentile of the earnings distribution) and then indexing R fo the
C-CP1-U thereafter, Implementation of this change would begin with
claimants who turn 62 years old in 2022, when the new maximum
spousal PIA is projected to be $843.2° By itself, this change would
have no impact on benefits for widows and widowers. There would
be a minor interaction with our next recommendation cancerning
survivors benafits, but survivors under our proposed approach would
still receive higher benefits than they do with the current survivars
benefit design.

Limiting spousal henefits for higher-earning couples would improve
Social Security’s financial outlook and do so in @ way that primarily
reduces benefits to households with other significant sources of
income and assets. Additionally, this change would further reward
work by increasing the difference batween Social Security benefits for
two-earner and single-earner couples.



1. Recommendation: Enhance survivers benefits to heip
widows and widowers mainiain their standard of fiving.

0n average, survivors experience roughly a one-third reduction in
household OAS! benefits when their spouse dies.”* For two-samer
couples with simitar earnings, household benefits can drap by as
much as half, With more two-earner couples in the workforce than
aver before, this reduction often means that remaining benefits
are inadequate, as expenses for the surviving spouse generally da
ot fall by haif. 7% Indeed, the poverty rate among widows and
widowers over age 52 in 2015 is above 11 percent— more than
double the poverty rate for married individuats over age 62,228

Undar current faw, widows and widowers who are aged 60 or
older are entitled to the greater of their own benefit or the benefit
of thair deceased spouse.” For example, suppose that both
members of a married couple are OASI beneficiaries, with one
spouse receiving a monthly benefit of $750 and the ather receiving
a monthiy benefit of $1,500. If the spouse with the higher benefit
dies first, the widow(er) would receive a survivors benefit equal
to $1,500. Should the spouse with the lower benefit die first, the
widow(er) would continue to receive anly her o his own retired-
worker benefit of $1,500. In both cases, monthly household OASH
benefits would drop from $2,250 to $1,500.

We recommend enhancing the survivors benefit so that widows
and widawers receive 75 percent of their deceased spouse’s
benefit in addition to the entirety of their own benefit, Initial
benefits for married claimants would be adjusted so that expected
lifetime benefits remain unaffected on average. Qur modeling
shows that this adjustment would reduce initial benefits for a
62-year-old married individual claiming in 2020 by roughly 9
percent.* While some couples, particularly thase in which one
member significantly outlives the other, would come out atiead
s a resujt of this change, those with average lifespans would
axperience no change in fifetime benefits. Those who five shorter-
than-average lives would receive fewer lifetime henefits, all else
squal, For lower-income beneficiaries with shorter lives, other
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recommendations in our package would more than offset the impact
of this change in married couples’ initial benefits. Overall, benefits
would stil increase for couples with low Hfetime earnings, As in

our other recommendations, we propose implementing this change
heginning with naw claimants who tum age 62 in 2022,

The reform we propose would Jeave fotal lifetime benefits for the
average married household unchanged. Importantly, however, it
would shift the timing of those benefits in a way that improves
retirement security for widows and widowers, especially for spouses
who outlive the other by many years.

8. Recommendation: Reinstate bensfits for college-aged
children of deceased beneficiaries and certain other Social
Security beneficiaries.

Before 1981, the children of warkers who passed away or who
receivad Disability Insurance (DI} benefits on the basis of a work-
fimiting disability were able to receive Social Security benefits up
f0 age 22 as long as they were full-time students at an accredited
collage or university. These benefits for college-aged students were
discontinued as part of a 1981 law. As a result, most children of
these workers can now receive benefits only until age 182

The 1981 legistation eliminated benafits for college-aged children,

in part, because of the difficulty of verifying students’ educational
status. Recent advances that allow for digital fifing of the Free
Application of Federal Student Aid (FAFSA} now enable easy and fow-
cast verification.

We recommend reinstating Social Security benefits for college-aged
children who are full-time students, subject to the same conditions
that applied prior to 1981, The benefits would be avaifabile heginning
in 2017. Based on projections, the cost of reinstating these benefits
would be modest. 2?2 %5

Many college students receive at least some parental support for
their aducation. Social Security henefits should reflect this reality and
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aromote educational attainment by providing benefits that can hefp
young Americans who fose a parent fo remain in school and reap the
financial henefits of a higher education.

9. Recommendation: Raise the maximum taxable
garnings level.

The Social Security reforms of 1977 raised the maximum level of
taxable earnings {also known as the “taxable maximum”) for Social
Security's payroll and seff-employment taxes fo $35,700 of an
individual's earnings, a level that covered 90 percent of total national
earnings in 19837 The maximum is now indexed to average wage
growth, Because eamings for workers at the top of the wage
distribution have grown faster than average wages, however, the
percentage of earnings above the taxable maximum has increased.
in 2013, Sociaf Security taxes covered only 83.1 percent of total
national earnings.™®

We recommend increasing the taxable maximum to generate
additional program revenues and prevent further erosion of Sociat
Security’s tax hase. Specifically, we prapose raising the cap from
$118,500 {in 2016) to $195,000 by 2020 and indexing further
increases thereafter to average wage growth plus 0.5 percentage
points.? The chief actuary estimates that the new taxable
masimum would cover approximately 85.6 percent of fotal pational
earnings in 2020

A compromise plan fo shore up the finances of the Social Security
trust funds suggests the need for a batanced blend of new
revenues and restraints on benefits. The commission befleves that
heneficiaries with the highest incomes should make proportionally
larger contributions on both sides.

10. Recommendation: Gradually increase the payrofi-tax rafe
by 1 percentage point.

Workers and their employers each owe Social Security payroll taxes

on 6.2 percent of all wages — 5.3 percent for 0AS! and 0.9
percent for Di — for a grand total {combining the employer

and employee contributions) of 124 percent, up to the faxable
maximum.”* 2 These revenues provide the vast majorily of the
0AS! Trust Fund’s income.

We recommend increasing the payrall- and sel-employment-
fax rates by 1 percentage polnt (0.5 percentage poinis for both
employees and employers). The increase should be implemented
gradually, by raising the combined payrofl tax paid by employees
and employers 0.1 percentage points each year for the next 10
years (beginning in 2017), This recommendation would raise the
nayroli-tax rate for hoth employers and empioyees from 6.2 to
6.7 percent and the self-employment-fax rate from 124 t0 13.4
percent by 2026,

Taken as a wiote, our package of recommendations ensures

that both revenue and henefit contributions to securing Social
Security's fong-term finances come predominantly frony those with
higher incomes. Relying exclusively on high-income individuals for
additional revenue, however, would require either paying additionat
benefits to those wha do not need them or further weakening

the relationship between program contributions and benefits.
Raising revenue through a modest payroli-tax-rate increase wouid
mitigate this concern, protect middie-class Americans from abrupt
changes to benefits, and help finance the substantiat benefit
increases that low-income individuals would receive under our
proposals. The adlded revenue also enables the package fo achieve
a roughly even mix of revenue increases and benefit adjustments.

11, Recommendation: Increase taxes on benefits for high-
income heneficiaries.

Taxing Sociaf Security benefits is complicated and controversial,
Single beneficiaries with combined income {defined as all normaly
taxable income pius nontaxable interest and ene-half of Social
Security benefits) over $25,000 for single filers or $32,000 for
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joint filers may owe incame {axes on up to 85 percent of their Social
Security benefits. ™ This policy was established in 1983 as part of
a broader packages of reforms. Because these thresholds are not
indexed, a growing number of beneficiaries will be required to pay
taxes an Social Security benefits over time, Today, less than 40
pescent of beneficiary households pay taxes on a portion of their
Social Security benafits, but by 2030, mare than half of recipient
househoids are projected to be subject to taxes on their benefits. ™

We recommend including in taxable income all benefits received by
Social Security heneficiaries with adjusted gross incomes (AGI) of
over $250,000 (or $500,000 for couples) starting in 2022, with both
thresholds being indexed to average wage growth in subsequent
years. For these high-income beneficiaries, the change would resuit
in a small increase from the 8% percent of Social Security henefits
that is subject o tax under current law to 100 percent. Revenues
from this proposal would be modest, but the commission befieves
that full taxation of benefits is appropriate for the highest-income
beneficiaries.™

12. Recommendation: Replace the windfall elimination
provision (WEF) and government pension offset (GPO) with a
pre-rated benefit for workers with non-covered earnings.

Some types of employees, such as certain federal, state, and local
government workers, are not covered by Social Security and do

1ot contribute payroll taxes on their earnings from those positions.
The WEP and GPD are designed to prevent these individuals fram
receiving overly generous, unintended Social Security benefits 5% But
these policies are quite complicated and unfair in certain situations,

Qur annual-PiA proposal would reduce the need for the WEP and
GPO hy individually crediting each year af covered earmings, Workers
in uncovered full-time employment, however, could st potentially
receive Social Security windfalls if they simultaneously engage in
long-term, part-time employment in covered jobs.

We recommend sfiminating the WEP and GPO and instead, pro-
rating Social Security benefits hased on the fraction of fifetime

fotal sarnings that were covered hy Sociat Security. This change
wault begin with beneficlaries furning 62 years old in 2022, Our
straightforward approach, which is substantially similar to a
Wipartisan proposal advanced by Hause Ways and Means Committes
Chairman Kevin Brady (R-TX), Rep. Richard Neal {D-MA), and
President Obama, would permanently fix this ong-standing problem.

13. Recommendation: improve the Disability Insurance (Df)
program and address the impending depletion of the §i
Trust Fund,

In 2015, BPC convared a Disability Insurance Working Group to
address the impending depletion of the Disability tnsurance Trust
Fund, which was then profected o be exhausted by late 2016, The
working group alse recommended ways to improve the Dt program
tu better meet the needs of those with disabifities. The package included
proposals to improve work incentives, pilot new approaches to
facilitate return-to-work, fund and conduct Continuing Disabifity
Revigws on schadule, evaluate the medical-vocational guidelines,
pifot a variety of approaches fo Improve the initfal determination and
appeals processes, and reaflocate payrofl and self-employment taxes
between the DI and OAS! trust funds o ensure that benefits continue
to be paid as scheduled ™

We commend members of Congress for including several of these
recommendations in legisation enacted in 2015 to extend the ability
of the DI Trust Fund to pay full benefits through 2022, Nonetheless,
we encourage policymatkers to continue working fo improve the
program and fo consider other recommendations proposed by the
BPC Working Group. ™™
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~- How Would the Commission's Proposa!s
Impact Disability Insurance?

Early in our deliberations, we decidsd nat to make specific
recmniendations concerning Socikai Securily disability
pniiny, in-part because of the concurrent work of BPO'S
Disability Insuranee WerkmgG_m@. Accordingly, all of the
proposed adjustménts 1o tienefits that we recommend fave
e madeled as applying only to OAS] benefits and riot
to Dt beriefits: The analyses conducted by the program’s
~chigf attuary and the Urban: Institute both found that our
recommendatiofs walld b sufficient o attain long-term

financial batange for the combined Social Sectrity trust funds.

In practice; however, policymakers would need to-consider

whathar and how any such measures-should alse affect Sociat.
Sacurity's DI program, implemianting oxir recommentations

exacﬂy as modeled risks creating inconsistent banefit
steuctures and potr incentives as ndividuals near theage™: -
~when théy could no !ongercéaim disability benefits and would
only-be allowed to claim old-age bienéfits.

If our recommendations were applied.fa Social Security

D} benafits; total savings would be greater than shown in

thiskrepbrt, iéaving the entireSocial Security pmg{amkwith
~asubstantial positive actuarial balance, In that instance,

lawimakers would have the option of using these aditional

savingsto make improverrients in the veralt treatient of DI

beneficiaries and/or other Social Security participants:
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Conclusion:
A Comprehensive Package of Proposals
to Improve Retirement Security

QOur recommendations on Secial Secarity, pensions, and other poverly. Better take-up of fifetime-income options would reduce
savings complement one ancther in a variety of ways. Greater financial calamities among the oldest Americans, especially widows
access to workplace retirement savings plans, and less pre- and widowers. More-effective use of home equity would help older

retirernent feakage from those plans, would especially benefit the Americans to age in their preferred setting. Finally, greater financial
middie class. Reforms to Seciat Security would secure this program  acumen would elevate the effectiveness of alf efforts to improve
as the hase of retirement income for all Americans and aiso reduce  retirement security.
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Figure 31. Commission's Propesals for a Workplace Retirement Savings Minimum-Coverage Standard and
Social Security Reform Would Achieve Incomes for Older Americans At or Above Scheduled Levels for Both

Lower- and Middle-Earners

Projected average disposable income {in 2015 doliars) for individuals aged 62 and older in 2065 under near-universal access fo workplace retirement

savings and implementation of commission’s Soctal Security proposals.

+ Payable (Fully Financed) Benefits Scenaria = Commission Package (Fully Finavced)
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Hote: Disposable income inclites cash income from all sources, such as Social Security benefits and

accoant withdrawals, after subtracting taxes and

Medicare premiums. Disposable income does not include cash equivalents from in-kind benefit programs, such as the Supplemental Nutrition Assistance Program
(SNAP). The payable scenario assumes that benefits are fimited to fevels that can be financed with existing, dedicated Social Security taxes. The scheduled
scenario assumes that benefits are somehow paid according to the existing benefit formula despite insufficient revenue to finance them. Population is segmented
based on ifetime earnings; for example, the bottom quintife represents those individuals whose total career earnings (ncluding wages and salaries} were in the
lowest 20 percent of all Americans. Figure is presented on a per-capita basis, which means that estimates are for individual persons, assuming that couples

equally divide househoid income.

Source: The Urban institute - DYNASIM3

As both Figures 31 and 32 show, implementing the commission’s
proposals in their entirety would not only provide almost all older
Americans with incomes above payabie levels, but would provide
bath fower- and middle-earners with incomes at or near what
they are projected fo be under the scheduled-benefits seenario.
Moreover, this result could be achieved without imposing the
additional tax burden that would be required to finance such levels
ahsent any additional reforms.

Critically, our package of recommendations also protects all program
participants from a significant disruption to Social Security benefits
and does so in a way that improves retirement outcomes. Reforming
Social Security ta secure its finances and improve s fargeting

of benefits would especiafly benefit fower- and middle-income
individuals who are fikely fo rely most on the program in oid age.
Pairing these necessary adjustments with near-universal access to
workpiace retirement savings plans would empower individuals with
a greater abflity to contribute fo their own retirement security.
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Figure 32. Commissien’s Proposals for Workplace Retirement Savings Minimum-Coverage Standard and
Social Security Reform Would Increase Progressivity and Protect Lower- and Middle-Earners from Abrupt
Changes

Projected change in disposable income among individuals aged 62 and slder in 2065 undsr near-universal access to workplace retirement savings
and implementation of commission’s Social Seeusity proposals.
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Hote: Disposable income includes cash income from all sources, such as Sucial Security benefits and retirement account withdrawals, after subtracting taxes

and Medicare premiums. Disposable income does not include cash equivalents from in-find benefit programs, such as SNAP. The payable scenario assumes that
benefits are timited to levels that can be financed with existing, dedicated Social Security taxes. The scheduled scenario assumes that benefits are somehow paid
according to the existing benefit formuta despite insufficient revenue to finance them. Population is segmented based on fifetime earnings; for example, the botiom
guintife reprasents those individuals whose total career eamings (including wages and salaries) were in the fowast 20 percent of all Americans. Figure is presented
on a per-capita basis, which means thal estimates are for individual persons, assuming that couples equally divide househald income,

Source: The Urban institute ~ DYNASIM3

The approach that we recommend would imgprave projectad Together, Americans have a great opportunity to imprave theis
retirement income across the econoric spectrum relative financial future, But change will not happen without a determined
to a scenario in which only benefits that can be financed by effort. Leadership is required and difficult trade-offs have to be
dedicated Social Security taxes are paid. To the axtent that our made. We hope that our work spiirs action to ensure that aff
recommendations result in modest reductions from projected Americans can regain their confidence in a secure retirement.

meomes {under a scenario in which schedufed benefits are
somehow fully honored despite the projected shortfall in
Social Security funding), these reductions are targeted on
beneficiaries with the highest incomes.

=
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Appendix A: Detailed Policy Specifications

Establish Retivement Security Plans to facilitate and increase small-employer adoption of
retirement savings plans

Multiple Employer Pians (MEPs) already exist, but participating employers must have a nexus (e, be in a related business). This, slong with other rulss, makes MEPs
maceessible o active as currently stuctured. With reforms, MEPs could enable smafler empiayess to more efficiently offer low-cost, high-quality retirement

plans to their emplayees. Doing so would expand coverage and improve plan features for participants ia smalf plans.

Proposal: Establish a rigorous certification process for Retirement Security Plans {which would legally be MEPs) that would be
spen to all employers, without a commonality requirement {also known as a néxus).

Retirament Security Plans would provide a way for unrelated employers of any size fo band together and offer their employees highly
efficient retirement plans with sigoificantly less administrative and fiduciary responsibility for the adopting employers, while maintaining the
consumer prutections of ERISA for participants. Because Retirement Security Plans would be ERISA plans, many of the rules governing their
operations (.., vesting rules) would follow those already set out in ERISA and existing regulations.

What fire the Gonsumer Protections of ERISA? This proposal envisions that employers could adapt one of many

: o ER Retirement Secusity Plans, which would be formed and operated by
Retirement Security Plan Spansors that have applied and been given
permission to operate by a new certification board. Organizations
fikely to apply o become certified sponsors include large financial
services companies and benefits consultants that have substantial

The Erfiployee Retirement income Seeurity Act of 1974,
more-cammionly known as ERISA, provides maknyk
piotestions for retiremient-plai participants; First and

~ foremost, employers that sponsor retirement plans, and
nthers who manage or contyol plari assets, are subject to
a fiduciary standard, which reqiires thern to-act in the
‘solg interests of plai benefisiaries. This means that plan- .

experience in the retirement-plan sector, but any organization or joint
venture that can meet the certification criteria could do so.

- §ponsors and-service providers fmust put the inferests.: . Intended to be large plans with highly efficient, professional admin-
of plan pa(ticipa(;ts ahead of Hielr owr interasts; and - i istration, Retirement Security Plans would be open to any employer
they st manage te plan in‘ways that aveid conflicts with fewer than 500 employees. In order to protect employers and
of interast, il practice; these rules hruhihii certain kinds - : participants, Retirement Security Plans would be subject to oversight
of compensation to service pmviders; ERISA provides for .. by @ new hoard organized by the Labor Department and Treasury
many other participant protections, inciuding disciosure Department. Employers that adopt a Retirament Security Plan would
reqlirements, a requivenient that plans establish have no fiduciary fiability, very fimited administrative responsibiities,
2 grievanée and appeé!s process, and the right of : and would be shielded from nondiscrimination and top-heavy testing
participants to sue i certain circumstances. B provided that they adopt a Retirement Security Plan and select

safe-harbor enroliment and contribution schemes.
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Eligibility:

« Which Employers? Employers with fewer than 500 employses
{over a tee-year rofling average) could adopt a Retirement
Security Plan. No nexus with other adopting employers would
be required.

= ficceptable Participation Limits: Employers could fimit
participation in the Retirement Security Plan to full-time
employess who are over the age of 21 and to those employees
with at least three months, six months, or ane year of service,
These minimum efigibifity standards would pre-empt the need
for 410(b) testing.

+ Retirement Security Plans Would Be Qualified Plans:
Therefore, they could be structured as 401(k)/403(h)/457
plans.

Contributions:
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= Contribution Limits and Testing: Contribution imits would
be governed by the type of qualified plan (e.g., a 401(k} plan}
adopted by the Retirement Security Plan. Nondiscrimination
and top-heavy testing would be conducted as under current
law; testing would be conducted separately for each subsef of
participants of the Retirement Security Plan for a particular
employer, unless that particular employer implemented ona of
the contribution safe harbors (e, any of those in current
law or the enhanced auto-enroliment safe harbor described
helow). Retirement Security Plan Sponsors coutd cheose to
operate a safe-harhor plan, meaning that adopting employers
would be limited to contribution formulas that satisfy one
of the contribution safe harbors, Safe-harbor plans would
therefore be exempt from nondiscrimination and top-heavy
testing.

Plan Administration:

= The Retirement Security Plan Sponsor: Retirement Security
Plans would be administered by a Retirement Security Plan
Sponsor —— an independent organization that would have
to be certified (i.e., given permission to operate) by the
Treasury and Labor Departments {see below for details on
the certification process) and would be responsitle for all
plan administration. The Retirement Security Plan Sponsar
would be the fiduciary of the plan and would hold fiduciary
responsibifity for all aspects of the plan not specifically
reserved for the emplayer. Like any other ERISA plan sponsor,
Retirement Security Plan Sponsors could cantract out some
of those responsibilities, including investment management,
according to the existing frameworks estabfished by ERISA.

Types of Acceptable Pians: Retirement Security Plans could
be structured as any type of qualified defined contribution
retirement plan allowed under current law, such as 401(k)
and 403(b) plans. They could be organized as participant-
directed or professionally managed {with no opportunity for
participant direction) plans, and they could have lump-sum
and/or fifetime-income distribution options.

« Responsibilities of the Retirement Security Plan Sponsor:
Retirement Security Plan Sponsors would be responsibie for
administrative and fiduciary duties, including:

© Completing a certification process with the Treasury and
Labor Departments;

o Hiring or serving as a recordkegper;
o Hiring or serving as a trustee;

= Selecting investment options or hiring an investmant
manager, in which case the Retirement Security Plan
Sponsor would have fiduciary responsibifity for selecting



and periodically monitoring the investment manager,

and the manager would have fiduciary responsibility for
making investment decisions. (Note: This is the same

as for current employer-sponsored plans.) Either the
Retirement Security Plan Spensor or the investment
manager would select investment options, including a
(DIA to serve as a default fund for automatically ensofled
participants;

Note: Retiremant Security Plans would be required to have & QDIA.

o

Filing a combined, special version of form 5500,

an annual independent audit of the plan, and any
other required disclosures to the Labor and Treasury
Departments, which would include additional details
on plan design, including investment options, lifetime-
income options, and fees;

L<3

Collecting contributions from employers {or hiring and
monitoring a service provider to do so);

o

Monitoring employers to ensure that contributions are
forwarded by the employer to the service provider as
scheduled;

Note: Retirement Security Pian Sponsors would be requited fo notify the
Labor Department if an employer is more than thee months definquent in

forwarding contributions.

]

Ensuring that contributions are invested as directed by
participants;

[

Establishing a portal for participants to make changes to
investment of funds {in the case of participant-directed
plans), select among lifetime-income options, and
manage withdrawals;

o

Facilitating rollovers to other plans or IRAs and accepting
roftovers from other plans or RAs, at the discretion

of participants, hy joining the Retirement Security
Clearinghouse; and
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© Accepting the proposed Starter Saver's Match from the
Treasury Department and directing the funds into the
accounts of efigible participants.

Employers:

Employers would have very limited administrative responsibifity
and no fiduciary liability beyond forwarding contributions as
scheduled to the Retirement Security Plan. Employers would not
be responsible for actions of the Retirement Security Plan Sponsor
or for the actions of other employers that adopt the Retirement
Security Plan, and the plan itself could not be disqualified due to
the actions of any members (i.e., the one-bad-apple rule would be
eliminated) unless the certification board found that the plan had
somehow tacitly or explicitly encouraged malfeasance. Emplayers
would be responsible for.

= Selecting a Retirement Security Plan: Employers could
adopt any Retirement Security Plan without fiduciary liabifity
for that decision.

« Establishing Enroliment Processes for Employees: At
a minimusn, employers weuld establish once-annual open
enroliment periods during which employees would have the
ability to enroll, opt out, or change contribution levels.

« Forwarding Contributions and Participant Data: This
would include forwarding funds (i.e., payroll deductions and
employer contributions} and participant data {e.g., Social
Security numbers, birthdates, and dates of hire) to the
Retirement Security Plan. Employers could aiso contract with
payroll processors to comiplete these functions.

« Gorrecting Mistakes: Employers would be required to
fix mistakes (e.g., accidentally depositing too fittle into an
employee’s account) and would be afowed to do so without
penalty within a certain brief time period (e.g., three months).
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= Nondiscrimination and Top-Heavy Yesting:
Nondiscrimination and top-heavy testing would continue to
be conducted on participant groups separately by employer;
{esting could be avnided by employers that utilize the
proposed enhanced automatic-enrolment safe harbor
{datailed an page 109} or any existing contribution safe harbor,

= 410{b) Minimum-Coverage Testing: Employers that adopt
a Retirement Security Plan would be exempt from 410(b)
minimum-coverage testing, because they would be required
to, at minimum, affow alf full-time employees over the age of
21 with at least one year of service to participate. {Employers
could exceed these minimums as specified abave and cover
part-time employeas, employees younger than age 21, or
employees who have completed less than one year of service.)

Labor/Treasury Departments:

* Regulation; The Labor and Treasury Departments would be
directed fo publish regulations that allow, ease, and simplify
the formation of Retirement Secusity Plans, as outlined here.

= Certification Process: The Labor and Treasury Departments
would estabiish a Retirement Security Plan Certification
Board,

Board Structure and Operations: The board would include
three members appointed by the Secretary of Labur, three
members appointed by the Secretary of the Treasury, two
members appointed by the Executive Diractor of the Pension
Benefit Guaranty Corporation, and ene member appointed
by the Director of the Consumer Financial Protection Bursau.
The Labor and Treasury Departments would provide staff

to support the work of the board, with aperational and
enforcement costs funded initially by appropriations and then
by a per-participant fee charged to each Retiremant Security
Flan Sponsor.

Board Responsibifities: The board would establish certification

and decertification processes and criteria, and would have
final authority on certifying and, if necessary, decertifying
Retirement Security Plans. The board would actively perform
oversight of Refirement Security Plans that are operating,
including maintaining a streamfined annual reparting process
and, on an as-needed basis, auditing of plans. Retirement
Security Plans would undergo recertification every other year,
The board would establish criteria upon which to evaluate
potential Retirement Security Plan Sponsors. The subject

of this evaluation must include both the proposed design of
the Retirement Security Plan and the qualifications of the
prospective Retirement Security Plan Sponsor. At minimum,
these criteria must include:

© Quality of the product offered, including the level of fees
relative to the services provided, adherence o generally
accepted investment thearies, and the tikefihoad of
conflicts of interest;

© Expertise, including the professianal qualifications,
business model, experience, and training of the
prospective Retirement Security Plan Sponsor and any
service providers that the sponsor infends 1o use;

o Avaitability of the pian to a broad spectrum of employers
{either nationwide or within a particular region);

o Registration, ficensing, and financial soundness; and

= In order fo be certified, sponsors would need
1o demonstrate that participant funds would be
handled by a regulated financial entity {defined in
the box on the next page).

© Reputation and customer service, including record
of comments or complaints from employers and
participants, timely consideration and resolution
of complaints filed, and independent rating or
accreditations.
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What Is a Regulated Financial Entity?

Any-Refi Security Plan funclions that actially smvolve
participant furds; incliding accepting eontributiors; invest:
ing assets; and disbursing withdrawals, would need to be
performed by a regu!afed entity that is eithier: 1) covered by
the Federal Deposit Instirance Corporation, the National Credit

nior Adrinistration, o the:Secuirties investor Protection -~
Corporation; or. 2) an insurance company thats licensed inat -

lgast 26 states and ingvery statein which it would: serve par-
ticipants of a Retér‘ementkSecurity Plan; Thus, a-prospective. -
Retirement Secunty Plan Sponser that does not meet these

¢riteria (uch as a payroll processor) wouild need to establish

3 joint ventt)rekwith a regutated entity. This reqdirement would-. :

pmvidekadditi‘anal‘assurance that the service providers offer
ifg-and supporting Retirement Security Plaris are fegitimate

and that participant fuds would be protected. : /

The Retirement Security Plan Certification Board could add
additional criteria to this fist. Furthermore, the board would
be directed to give preference to Retirement Security Plan
proposals that include in-plan retirement-income features,
which could follow one or more of the proposed fifetime-
income safe harbors. The board would also be directed to
establish a review process fo evalvate the performance

of Retirement Security Plan Sponsors on these criteria

and to decertify sponsers with poor performance, That
process would include review of regular filings, independent
audit results, and any other information requested by the
hoard. This decertification process must include an orderly
transition for participant accounts from the decertified plan
to another Retirement Security Plan that is in good standing.
Each employer that had adopted the now-decertified plan
would be able to select any remaining Retirement Security
Plan for this transition; in the event that an employer does

@

not or canniot make a choice (.., an employer that no fonger
exists and has legacy participants), the certification board
may soficit proposals and select a different Retirement
Security Plan to assume the participant accounts for that
particutar employer. The certification board would also
identify Retirement Security Plans efigible to serve as default
providers for employers that utilize an option to contribute to
a plan using the payroll-tax system, discussed befow.

Retirement Security Plan Portal: The Labor and Treasury
Departments woutd publish basic information about aft
Retirement Security Plans {which would be reported on

a special version of form 5500} — inchuding basic plan-
design information, investment options, and plan-wide

fees — on a central website so that employers could easily
compare the offerings.

Payroil-Tax Conduit for Contributions: The Treasury
Department would explore possibilities and, if feasible,
establish an option for employers to use existing or modified
versions of payroll tax forms and payment processes to
enroff employees and forward contributions to a defauit
Retirement Security Plan.
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Improve access to workplace retivement savings plans and promote auto-envollment by estab-
lishing a new, more-flexible, automatic-enrollment contribution safe harbor

Proposal: Establish an optional, enhanced automatic-enroliment safe-harbor provision te encourage higher employee centribution
rates, incentivize the use of automatic features, and atfow for more flexibifity in employer matches. Plan sponsors could continue to
use the existing automatic-enroliment safe harbor if they prefer.

Exempt Safe-Harbor Adherents from Most Testing: o Atternatively, employers could establish an apen-

All ERISA plans that comply with the standards that follow would enroliment period that would occur at least once annually,
be exempt {.2., have a safe harbor) from nendiscrimination and at which time they would automatically enrolf all eligible
top-heavy testing. Plans would be aflowed to continue conducting employees. Emplayers could fimit the open-enroliment
split testing for their full-time and part-time employees in osder to, for period to employees with at least six manths of service
example, adopt the enhanced automatic-enrallment safe harbor for or a shorter time period, such as tiree mosths, but nat
full-time employees only and continue to use voluntary enroliment for alonger period than six months, Some employers might
part-time employees. find this eption to be administratively simpler, as it would

. enable them to envoll all aligible employees at once.
« Auto-Enroll New Employess: implement automatic

enrollment {with ability to opt out or select a different For automatic enrofiment and automatic escalation,
contribution rate) into a QDIA at an employee deferral rate there should be a minimum of two notifications fo the
of at feast 3 percent and n more than 10 percent of pay. employses in advance, providing them with sufficient
Participants could sefect a different investment option. opporiunity o select a different contribution rate or to
Ermployers could change this defautt contribution rate. For opt aut entirely.

example, an employer that initially adopted a 3-percent
default contribution rate could increase the default to 6
percent at a later time. Employers would have two options
for the timing of automatic enroliment:

» futo-Enroll Nan-Participating Employees: Once every
three years, automatically envoll {with abfiity to opt oub)
non-participating employees under the same rufes (ie., default
confribution rates, auto-gscalation, etc.) as new employees.

o Employers could automatically enrolf each eligible » Rutomatic Escalation: Implement automatic escalation
employes at the time of hire or upon completion of a {with ability to opt out and select a different contribution rate)
spacific period after hire (such as three moaths), not fo of employee deferral rates for alt participants. The automatic-
exceed one year. escalation rate must be at least 1 percent of pay per year and

no more than 7 percent of pay per year until the combined
employee plus employer contribution rate reaches at least

8 percent of pay and is no greater than 15 percent of pay.
Employers could adjust this parameter from year to year, For
example, they could switch from escalation at 1 percent of
pay per year to escalation at 2 percent of pay per year.
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» Goniributions: Unlike the current automatic-enroliment safe harbor, eligible smaller employers would not be required to make an
employer contribution to benefit from the enhanced safe-harbor sxemption from nondiscrimination and top-heavy testing. However,
contribution fimits for plans sponsored by these emplayers would differ based on whether or not the employer makes a
contribution and the size of any contribution.

o For smaller employers that do nat offer a contribution and otherwise adopt the enhanced automatic-enroiment safe
hasbor, the empioyee contribution imit would be 40 percent of the 402(g} limits, plus 40 percent of any applicable catch-
up contribution. For 2016, this would be $7,200 plus a $2,400 catch-up contribution for participants over age 50. These
employers could continue to offer an automatic-snrofiment plan with no employer contribution but would have to undergo
nondiscrimination and top-heavy testing in order to aflow their employess to contribite up to the full contribution limits
($18,000 in 2016),

= Fuli employee contribution limits (318,000 pius a $6,000 catch-up sonribation for participants over age 50 in 2016) would
he availahle for plans that adopt the safe harbor and either offer an existing DB plan that is not closed to new employaes or
include an employer contribution of either: 1) a non-elective contribution of at least 2 percent of pay; or 2) a match of at least
3 percent of pay, structured se that matching begins at the first dollar of the employee contribution and ends at no more than
the 15th percentage point of pay contributed.

o A sliding scale of contribution Bmits would apply to small-employer plans that adopt the safe harbor, as shown in Table 4.

o Larger employers must offer a cantribution to qualify for the safe harbor. Specifically, they would need either a matching
contribiution of at least 3 percent of pay, an automatic contribution of at least 2 percent of pay, or sponsorship of a DB plan,

Table 4. Contribution Limits Under Enhanced Automatic-Enroliment Safe Harbor

ontribution Limits

Hibore i gy il kgl
No contribution : 40 percent of the full limits
1 percent of pay matching coniribution U . h 60 percent of the full limits
k 1 percent of pay automatic contribution 70 percent of the full iimits
2 percent of pay matching contribution 80 percent of the full !imiﬁ

3 percent of pay matching contribution or

100 percent of the full Himits
2 percent of pay automatic condribution p !
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Enhance myRA to provide a base of coverage for workers who are least likely to be
offered a plan

Proposal: Modify myRA to provide a simple (for both participants and employers) and effective supplemental DC retirement
savings option that is particularly well suited Tor workers with irvegular, part-time, or low-earning work patterns — individuals
who are unlikely to be served by existing or future private-secior DO arrangements.

Table 5. Comparison of Existing myRA Program and Proposed Enhanced myRA

jmpdsed Enhanced‘my'ﬁl‘\" .

Employer Gontributions Not allowed k Alfowed, count toward contribution fimit
Automatic Enrol!mént ! kk Notaiioweﬁ k | k A!!okwedkatadéfauftﬁun’(ribﬁtiﬁn rautekof 2-6 percenikof pay
Contribution Limit : IRA fimit (§5,500) ‘ 1RA limit ($5,50[J)“ R |
Aceount Size Limft k : $15,000 - - $15,000
Investment Option k B Treasury debt Treasu:ydebtk
Administratioh & éversight : ) Tfeasﬁry Depaftmsﬁi T ‘freasx‘:ry Department

Propose criteria by which trustees would select service
Not yet determinad providers for auto-roffover; service providers must be
willing to serve as fiduciaries

Roliover Precess (once account
balance limit reached)

Tax Treatment Roth : Roth
Eligibitity: Gontributions:
« Which Individuals? As under current policy, anyone who is = Tax Treatment: myRA accounts would continue to be
sfigible to contribute to a Roth IRA would be allowsd to access treated as Roth accounts for tax purposes, which means that
myRA, Households with income above cerfain fevels {in 2016, contsibutions could only be made on an after-tax basis.

$132,000 for single filers and $194,000 for joint filers) are not

eligbe to make contributions to Roth [RAs ¢ © Contribution Limits: Employers would be allowed fo

contribute, but total empleyer plus employee contributions

= Which Employers? Employers of any size could offer myRA o would be capped at the IRA imit (§5,500 in 2015, plus an
employees who are not covered by a qualified pian, such as a extra $1,000 for those over age 50).3
401(k) plan.
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= Employer Contributions: Emplayer cantributions would be
limited to simple designs, such as a flat percentage match of
up o 3 percent of pay that ends no fater than an employse
contribution of & percent of pay contributed or a non-elective
contribution of 3 percent of pay or less.

a% the transaction would not exceed the myRA accaunt
limits. Additionally, plan sponsors could automatically
transfer myRA balances of participants who leave
employment with less than $5,000 in plan savings,
uness the participant elects a different rollover option.
Treasury would partner with the Retirament Security

* Goniribution Processing: Employers could either o
& Eioy Clearinghouse to facifitate such transfers; and

forward contributions to myRA directly using the Treasury
Department’s existing system or could use a new option
to contribute to myRA through the payroll-tax forms and
collection process.

o Establishing withdrawal options,

= Rollovers: The Treasury Depariment would administer
a rollover process that myRA owners could initiate at
any time once balances reach $10,000 or that would be
automatically implemented at the end of any year in which
a myRA awner’s account balance exceeds the account cap
of $15,000, myRA owners could select 4 particular IRA
provider and investment funds offered by that provider.
In the absence of an affirmative election on the part of the
myRA owner, Treasury would designate a default roll-out
procedure based on a competitive process.

» Account Cap: individuals with myRA accounts would no
longer be allowed to cantribute once their account balance
exceeds $15,000. At that time, individuals could select a
commercial Roth IRA provider to manage their savings.
individuats who do not make a selection would have their
accounts automatically rolled into a default commercial Roth
IRA according to the procedure defalled below.

Administration:
o The Treasury Department would receive annual bids from
IRA providers for the accounts scheduled to be rolfed
out. Eligible IRA providers would, at minimum: 1) agree
10 serve as a fiduciary for the individuals whose accounts

= Administrative Responsibility: myRA would continue to be
administered by the Treasury Department, which would be
responsible for.

o Investing funds in Treasury securities with no risk fo
principal;

o Facilitating roflovers to other plans. Participants could rolt
savings out of the accounts to a private-sector Roth IRA
once halances reach $10,000 and would be automatically
rolted out of myRA accounts when savings exceed the
$15,000 account cap, Treasury would make the final
determination on default roflover options for myRA
owners who exceed the account cap;

o Facilitating rollovers from other plans o myRA. myRA
owners could initiate a frustee-to-trustee transfer to
move balances from quafified plans to myRA, as long

are rofled over from myRA; and 2) offer an appropriate
default investment selection that invests savings into
increasingly more-conservative asset allocations as the
{RA owner approaches typical retirement age and would
affer bids based on all-in fees of an account with savings
invested in the default fund.

]

The Treasury Department would be responsible for
selecting a default option for aufomatic roflovers for
myRA owners who reach the account cap and do not
maka an affirmative chaice. The Treasury Department
could choose to limit automatic roliovers to a single IRA
provider or to several (with random assignment) based
on overall evaluation of the value offered by service
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providers that participate in the competitive process.
The Treasury Department should consider the quality and
design of the investment vehicles, fees and simulated
performance net of fees, and service quality, among
other criteria To be defined by the department.

< Notifications: Other than the notifications specified below
that would come from employers, the Treasury Department
would be responsible for providing myRA owners with all other
notifications, including annual accourt statements.

Employers:

113

= Limited Fiduciary Liability: Employers could automatically
ensolf their employees into myRA and would have no fiduciary
liabifity or administrative responsibifities beyond: properly
notifying their employees of the enroliment process and the
opportunity to select a different contribution rate or opt out
of making contributions entirely; forwarding the contributions
deducted from empioyee paychecks to myRA; and collecting
and forwarding relevant participant data, including Sociat
Security numbers, birthdates, and dates of hire, This might
require a modification of the ERISA statute.

Automatic Enroliment; Employers could implement
autornatic enroliment and escalation, within fimits. Initial
enroliment must be set at a default contribution rate no fower
than 2 percent of pay and no higher than & percent of pay with
auto-escalation I no higher than & percent of pay.

Rote: These paramelers are different from those proposed for the enhanced
aulomatic-enrofiment safe harhor (escribed above) o reflect the likelihoot
that myRA will mestly sesve fower-earning woskers who might be more fikely fo

apt out al higher contribution rates.

Open Enroliment: Fmployers could either implement
enroliment at the time of hire or at an annual open-
enroliment periad, For those employers opting for an annual
open-ensoliment period, initial enrofiment and increases to
contribution rates, whether initiated by the participant or

through automatic enroliment and escalation, woutd be fimited
10 that period. Emplovers that adopt annual open enroliment
must allow employees fo stop contributing at other times
during the year. During open-enrofiment periods, employers
could choose fo fimit efigibifity for automatic enroliment to
employees with service of three months or longer.

Contributions: Employers could make cantributions as long
as a simple design is used, such as a flaf percentage match
of up to 3 percent of pay that ends no later than an employes
contribution of 6 percent of pay or a non-elective contributian
of 3 percent of pay or less.

o Employers could imit their contributions to employees
who have service of at least one year. All contributions
would be vested immediately,

®

No Testing: Employers would not be subject to
nondiscrimination and top-heavy testing for myRA.

Correcting Mistakes: Employers would be required to

fix mistakes {e.g., accidentafly depositing too fittle info an
employee’s account) and would be allowed to do so without
penalty within a certain brief time period (e.g., three months).

» Converting to a Qualified Plan: Employers that adopt myRA
could subsequently convert to an ERISA-covered plan, such as
a Retirement Security Plan (as described above).

Employees/myRA Owners:

s Enrofiment: Af the time of initial eligibflity and at lsast
once per year thereafter (when the employer holds open-
enralfment perinds), employees would have the apporfunity
to enrolf in myRA or change contribution rates. Employees
could stop contributing at any time.

* Distributions: myRA owners could take distributions from
myRA beginning at age 53 . Because all myRA accounts
would be Roth accounts, most withdrawals after age 59
i would be tax free. Additionally, the principal could be
removed tax- and penalty-free at any time,®
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Appendix B: Detailed Specifications for Modeling
Commission’s Social Security Proposals

Our defiberations en Social Security benefited greatly from an
analysis, conducted by the Urban Institute, that modeled the results
of our proposals using the DYNASIM3 model. The modef projects U.S.
popufation demographics, income, and assets for older individuals
{aged 62 and aver) for the next 75 years.

The modelers estimated the impact of our Social Security package
compared to bwo basefines: 13 a payable scenaric, in which benefits
are assumed to be imited to those that can be financed by dedicated
revenue sources; and 2) a scheduled scenario, in which benefits are
assumed to be paid according to the current benefit formula and
rules (either through additional taxes or increased debt) even after
the DAS! Trust Fund is exhausted. These estimates are included
throughout the repart, and additional output tables are available an
BPC's website

The following specifications were used to mode! the package of
reforms. Please note that we only considered proposals that would
impact the OAST program; no spacific changes were recommended
for the Di benefit formula. Specifications below that refer to DI were
crafted for modeling purposes only and do not represent recommen-
dations of the commission.

= Anmual PIA: Beginning with 0AS! claimants who attain age
62 in 2022 {and all future cohorts), the current PIA calculation
would be replaced with a new algorithm. The new algorithm
would:

© Apply the bend-point/PIA-factor formula to individual
years of wage-indexed earnings; then, sum the 40
largest of thase amounts and divide by 37,

Note: This package proposes new ber peints and PIA factors below,

which wauld impact beneficiaries who reach age 62 beginning in 2022,

© Phase in over five years, meaning that in 2022, 80
percent of the benefit would be based on the ofd 35-year
average PIA formula and 20 percent on the new annual-
PIA formuta, shifting by 20 percentage points each year
untif 100 percent is based on the new annual-PIA formula
for those attaining age 62 in 2026,

* Replace the WEP and GPO With a Proportional Reduction
in OAS! Benefits Based on Covered Earnings: Beginning
with beneficiaries turning 62 years cid in 2022, PIAs would
be calculated as if all earnings {up fo the taxable maximum}
were covered and then pro-rated (multipfied by the proportion
of covered earnings over tofal eamings {covered samings
plus uncovered earnings)) up to the taxable maximum). For
beneficiaries with earnings at or above the taxable maximem,
covered earnings would count first. For example, a beneficiary
with a PIA of $1,000 for whom 75 percent of earnings were
covered would have his or her PIA reduced to $750. For
beneficiaries who continue to work, adjusiments to OASH
henefits wodd reflect bath the contribution of additional
sarnings to their PiAs and the changing proportion of covered
garnings over total earnings.

Limit Spousal Benefits: Claimants who turn age 62 in 2022
{and alf future cohorts) would be subject to a new fimit on
spousal benefits. in 2022, the maximum spousat benefit
would be fimited to that received by the spouse of the 75th
parcentite worker {(Le., half of the 75th percentile worker's PIA, a
formula which would include “annual PIA” for some). In 2023
and subsequent years, the spousal limit would be equal to the
2022 fimit plus an update for inflation G.e., the 2022 fimit
would be indexed for inflation annually using the C-CPI-U).

14
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= Enhance Susvivors Benefits: Beginning for claimants whe
turn age 62 in 2022 {and alf future cohorts), all claimants who
are married would receive a 75-percent joint-and-survivor
annuity benefit (ie., surviving spouses would receive 75
percent of the decedents’ benefits, in addition to their own).
initiat benefits would be actuarially adjusted to keep the

expected value of benefits equivalent ta what would otherwise

be current Jaw (i.e., with the other provisions of this package
incorporated).

= tmprove Progressivity of Benefit Formula: For 0ASH
claimants turning 62 beginning in 2022 {(and ail future
cohorts), new PIA factors and one additional bend point
wauld phase in over the coarse of 10 years. This proposal
would adjust the current bend points and add a new ong,
resulting in PIA factors of 95/32/15/5 percent. The new PIA
bend point {.e., at the change from 32 to 15 percent) would
begin at the 50th percentile of the AIME distribution minus
$100 {in 2015 doHars). The bottom bend point ($826 in
2015) would move up to the equivalent of $1,050 per month
in 2015, The duffar amount for the top bend point would
remain at its current faw level. Changes would phase in
siich that beneficiaries who turned 62 in 2022 would have 10
percent of their benefit computed using the new bend points,
those wha turned 62 in 2023 would have 20 percent, efc.

Increase Social Security Tax Base: The taxable maimum
for Social Security taves would increase to $195,000 over four
years beginning in 2017 (reaching that figure in 2020) and
wioutd then be indexed fo the average wage index {AW1) plus
(.5 percentage points in subseqitent years.

payroli- and self-employment tax rates would increase by
1 percentage point from 12,4 percent to 13.4 percent over
the course of 10 years (by 0.1 percentage points per year)
baginning in 2017; the rate would reach 13.4 percent in

2026.1n the case of the payroll tax, the increase would be

Increase Social Security Tax Rate: The Social Security totat

split evenly between the employer and employee shares.

» Increase Retirement Ages: Once the full retirement age
(FRA) reaches 67 for those attaining age 62 in 2022, the
FRA would continug to increase by one month for every
two years {8.g., rising to 67 years and 1 month in 2024).
Starting in the same year, the maximum age for the defayed
retirement credit (currently 70} would begin to increase by
one month for every two years. These increases would stop
ance the FRA reaches age 69 for new claimants. The early
efigibility age (currently 62) would not change,

=

Modify Cosi-of-Living Adjustment (COLA) in DASE:
Beginning in 2017, far OAS! beneficiaries only (DI beneficiaries
would enly be affected when their benefit switches to GASH at
the FRA), the annual COLA would switch to the C-CPI-U.

®

End “Claim-and-Suspend” Games: Beginning in 2016, 0ASH
heneficiaries could no longer receive a spousal benefit if the
primary eamer has suspended his or her benefits. Additionatly,
peaple would be required to claim their individual benefit if
thelr individual PIA is larger than the spousal bensfit to which
they are entitled. This is similar fo what is now current faw.*

®

Extend the Survivers Benefit to Adult Children Up to Age
22: Beginning in 2017, survivors benefits would continue for
children of deceased workers and D! beneficiaries until age 22
if the child is in high school, coflege, or a vocational school,

Create a Basic Minimum Benefit for Al Individuals
Above the FRA Eligible for Social Security: Beginning

in 2020, create a hasic minimum benafit (BMB) within
Social Security (e, the cost of the BMB would be charged
as a cost to the OAS! Trust Fund). This recommendation
would yield general federal budget savings from reduced
Supplemental Security ncome (SSI) expenditures.

o Eligibility for the BMB would be limited to 0ASH
beneficiaries who have attained the FRA or above. 0AS!
heneficiaries under the FRA would not be eligible



for the BMB, but those hetween the age of 65 and the
FRA could still receive SSI benefits under current SSI
eligibility standards.

© There would be no resource test for the BMB.

© No application for the BMB would be required. It would be
calculated and added to Social Security benefit payments
automatically.

© The BMB would be calculated on a household basis and
split equally betwean Social Security recipients in the
household. In the case of a married couple, both spouses
would need to claim any Social Security benefits for
which they are eligible before they could receive the BMB.
If both spouses have claimed and one has attained the
FRA or above and the other has not, only the half of the
BMB for the spouse over the FRA would be paid.

o The BMB amount for single beneficiaries would be equal
to either: 1) the BMB base (3604 in 2015) minus 0.7
times current monthly OASE benefits (ot including any
BMBY, if positive; or 2) zero. {The BMB could never be
negative.)

@ The BMB amount for married beneficiaries would be
equal to either: 1) the BMB base (3906 in 2015) minus
0.7 times totat household current monthly OAS! benefits
{not including any BMB), if positive; or 2) zero.

o For beneficiaries with a mix of covered and non-covered
employment, any BMB wouid be proportionally reduced
in the same manner as described in the WEP/GPO-
replacement proposal.

o The BMB bases for singles and couples would be updated
annually for changes in the average wage index (AW).

o The BMB amount would be recalculated at feast anrually,
whenever there is a change in Social Security benefits
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{e.g., annually for COLAs, upon cenversion to survivors
benefit).

o Single filers with adjusted gross income (AGY) over
$30,000 and joint filers with AG! over $45,000 would
have any BMB clawed back through the income-tax
system. (These thresholds, in 2015 dolfars, would be
indexed to C-CPI-U.) Clawbacks would be credited back
10 the QASI Trust Fund.

« Tax 100 percent of Social Security benefits for
beneficiaries with annual income above $250,000.
Beginning in 2022, single/head-of-household/married-
filing-separately taxpayers with AG! of more than $250,000
and joint filers with AG! of more than $500,000 would have
100 percent of Sacial Security benefits included in taxable
income (up from 85 percent). In subsequent years, these
thresholds would be updated for growth in wages (AWI).
Revenue from this provision would be credited to the Social
Security trust funds. Only the Chief Actuary’s scoring of the
package modeled this provision, as it was expected o yield
negligible savings.

Note: For modeling pumoses, aff benefit adjustments were applied only o DAS!
henefits. The commission did not make recemmendations regarding whether o

how these proposals should apply to DI benefits.
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Appendix C: Measuring and Projecting

Retirement Ouicomes

Retirement outcomes depend upon a wide variety of resources and
tisks. Because of this, describing the circumstances of the “average”
retiree is compficated. Many sourees of income and savings can sup-
port consumption at older ages, including eamings from continuing to
waork, workplace pensions, savings in tax-advantaged retirement ac-
counts, Social Security benefits, private savings outside of retirement
accounts, home equity, small businesses, help from family members,
and more, On the flip side, Americans face a diversity of risks: even
thase who seem relfatively well-prepared risk the possibility of peor
investment returns, unexpected medical bills, needing prolonged
LTSS, or living longer than anticipated and exhausting resources.

(f course, not everyone is vuinerable — some will effectively
navigate the current system and find themselves financially secure in
retirement through a combination of preparation and luck. But others
will struggle to make ends meet, and for far too many, our retirement
system is not helping them plan effectively, Athough substantial dis-
agreement exists over the exact share of Americans who are at risk
of experiencing hardship in retirement, many are clearly nof preparing
appropriately.

Overall Measures of Retivement Preparedness

A number of models attempt to project financial wellbeing in
retirement. The Employee Benefit Research Institute (EBRI) has
developed the Refirement Security Projection Madel, which estimates
future retirement income from Social Security and pensions as well
as the accumulation and spend-down of retirement savings according
to projected consumption levels. Using the model, EBR estimates
that over 40 percent of Americans entering and approaching
retirement (specificatly, Boomer and Gen-X households) will run short
of money in retirement.¥” The Center for Retirement Research (CRR)
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2t Boston Coflege uses a very different methodology and finds that
over 50 percent of working-age Americans are at risk of being unable
to maintain their standard of living in retirement.¥* Other researchers
have estimated that a smaller share of the population is at risk of
financial inadequacy in retirement, For example, Michaet D. Hurd

and Susan Rohwedder concluded that 29 percent of 66-89 year-olds
are not adequately prepared fo maintain their pre-retirement level

of consumption throughout ofder age.** These models use various
technigues and metrics, so it is not surprising that they amive at
different estimates about the extent of retirement preparedness i
the U.S.

Another approach aftogether is to examine the extent to which oider
Americans live in poverty. While entitlement programs Bke Social
Security and Medicare have resulted in fower poverty rates for older
Americans, significant poverty remains, The U.S. Census Bureau's
official poverty measwre estimates the percentage of American
households with income below certain thresholds.™® in 2014, the
official measure found that 10.0 percent of Americans aged 65 and
oider fived in poverty, which was lower than the rates for working-
age Americans (13.5 parcent) and children (21.5 percent).**® These
differences narrow substantially, however, when additional factors,
such as out-of-pocket medical expenses and refundable tax credits,
are incorporated, as under the Supplementat Poverty Measure {SPA).
Supplemental poverty rates among oider Americans (14.4 percent)
are much closer to those for working-age adults (15.0 percent) and
children (16.7 percent), compared to the official measure.’”
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What EXBCﬁYﬁre the Pc»vekri‘y Thresholds? And How Despite a similar — or even lower — poverty rate than the general
Are They Used? i population, poficymakers often focus on reducing poverty among
older Americans, because this demographic is more fikely to face

12015, the paverty thresholds for Americans aged 65 and oider. = physical or mental constraints that preclude earing income. Pro-

were $11,367 for ane persan living alorig and $14,326 for two
paople fiving toether. The thresholds are higher for Americans:.
“under B5years of age. These thresholds, which are used by the
Census Burcal fo calculats the official poverty measure, are
different frai the faderal poverty puidelines, which are pubiished
by:thé Departient of Health and Human Seruices and dsedto
defermine sligibifty for federal prograims, such as Medicaid and -

Supplemental Securty Incomie 3% - i /

jections show that eld-age poverty is especially high amang widows
and widowers, racial and ethnic mingrities, divorced individuals,
and Americans older than age 85 (Figure 33).% The persistence of
poverty across the age spectrum, however, underscores the need
{0 consider the broader impact of proposals to improve retirement
security on low-income, younger Americans.

Figure 33. Some Retirees Are More Likely to Be in Poverty
Poverty rates for individuals aged 62 and older in 2015, by various demographics.
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Retivement and Financial Assets’?° Indeed, our modeling paints a troubling picture of retirement security,
especially for those in the bottom half of the distribution of retirement
assets, Median, per-capita retirement assets, which include savings
in OC plans and IRAs, among younger retirement-age individuals
{agas £2-63) was around $32,000 in 2015, Meanwhile, those in

the 25th percentile lack any retirement assets whatsoever, Even
individuals in the 75th percentile of retirement assets have only
around $129,000, which is likely still insufficient on its own to finance
a Qecades-long retirement.

The broad fack of significant personal savings for retirement is
remarkabie. Fully 29 percent of households aged 55 and older have
neither assets in a retirsment account nor a defined henefit (DB}
pension.* Even amang households aged 55-64 with retirament
savings, the median total account halance is only about $104,000,
which in most cases is insufficient, by itself, to support a retirement
that could tast 20 or 30 years (or longer).

Figure 34. Half of Americans Aged 62-69 Have Little or No Savings

Retirement and financial assets for Americans aged 62-69 in 2015,
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Hote: Retirement assets include savings in defined contribution plans, such as 401(k) plans, IRAs, and Keogh plans, which are avaifable fo seff-employed
individuals. Financial assets include savings, checking, money market, certificate of deposits, stock, bond, farm and business equity, and vehicle equity, less
unsecured debt. Figure is presented on a per-capita basis, which means that estimates are for individual persens, assuming that couples equally divide household
assets,

Source: The Urban institute - DYNASIM3
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Figure 35. Educational Attainment and Race/Ethnicity Associated With Largest Disparities in

Retirement Savings

Retirement savings at the 75th percentile for individuals aged 62 and older in 2015, by race/ethmicity, gender, and education.
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Hote: Retirement assets include savings in defined contribution plans, such as 4010} plans, IRAs, and Keagh plans, which are available to self-smployed
individuals. Figure is presented an a per-capita basis, which means that estimates are for individual persons, assuming that couples squaily divide househoid

assets.

Source: The Urban Institute - DYNASIM3

But fooking at retirement assets alone paints an incomplete picture
of financial security, as many individuals have savings outside of
retirement accounts. Aithough estimates of financial assets —
which inciude bank account balances, stocks and bonds ~— paint
a somewhat brighter picture of older Americans’ finances, overall

savings levels remain largely insufficient to finance a long retirement,

Median, per-capita financial assets for 62-69 year-olds was around
$39,000 i 2015, compared to $163,000 at the 75th percentile and
just $9,000 at the 25th percentile (Figure 34)32

Qur modeling estimates also reveal that retirement assets are far
from equally shared among the population. Disparities by race,
ethnicity, and education are especially stark. in 2015, estimated
median per-capita retirement assets for white, non-Hispanic
Americans aged 62 and older was $31,000; for black, non-Hispanic
Americans and for Hispanic Americans it was zero. Similarly, in
2015, Americans over age 62 with college degrees had a median

of $86,000 in retirement assets, while the median among those
without 2 high school diploma was zero, The breakdowns at the
75t percentile, depicted in Figura 35, are striking as wall, (As
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a caveat, these demographic projections present an incomplete
snapshot of accumulated retirement savings, as they include al
individuals aged 62 and older, including older retirees who may
have already spent down a majority of their savings.)

The data also show that women tend to have fewer retirement
assets than men, although the gap is projected to narrow in the
coming decades.®™ Unmarried individuals of any gender have less
in retirement assets than those who are married. Along these lines,
the EBRI Retirement Confidence Survey found that only 50 percent
of unmarvied women have saved for retirement, as compared to 59
percent of unmarried men and 79 percent of married workers.®

Asset levels also vary greatly depending on the age of the retiree,
The “very old” {age 85-+) tend to have less wealth, as they have
spent down the majority of their savings. Among 62-65 year-olds,

Figure 36. Retirees Draw Down Assets as They Age

Median assets for Americans aged 62 and older in 2015, by age.
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median, per-capita total assets stood at around $105,000 in 2015,
while the 85+ demographic had just around $36,000 in total
assets (Figure 36).

Finally, as one would expect, accruing meaningful retirement
savings can be extremely difficudt for those with ow incomes
during their working years. These households are likely to

find themselves depending on Social Security and, possibly,
Supplemental Security income (SSI) for virtually all of their
retirement income. One estimate found that refirees in the bottom
half of the income distribution get almost 85 percent of their
income fram Social Security %57

Those with low career incomes are also most ikely fo experience
financial hardship in retirement. According to the EBRI retirement
security melric, individuals in the quarter of the poputation with the
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Figure 37. Lower Earners Are Most Likely to Run Short of Money in Retirement
individuals projected to run short of maney in retirement, by pre-retirement wage quartile.
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lowest pre-retirement income are projected to run short of money
in retirement nearly 85 percent of the time, while those in the top
quarter are projected o run short less than 15 percent of the time
(Figure 37).3%

Insurance Risks and Retirement Outcomes:

Longevity, Health Care, and Long-Term
Care

The retirement security challenge is partly a savings problem

and partly a problem of underemployment and fow wages during
waorking years, but a significant contributor, often averinoked, is an
insurance problem. Many aspects of retirement are unpredictable.
Certain risks, if not managed properly, are capable of depleting
even substantial retirement savings. Chief among these risks are
longevity, health care, and long-term care.

Longevity:

Living an especially long fife has obvious rewards, hut it also puts
increased strain on imited financial resources, which must fund

reguiar fiving expenses over 2 longer timeframe. The difference

in financial outcomes for those with shorter versus longer fives

is significant: According fo EBRI's projections, just 18 percent of
Gen-Xers {those born between 1965 and 1974) with the shartest fife
expectancies of their cohort will run short of money, while 67 percent
of the longest-fiving Gen-Xers will run short (Figure 38) 3.3

Heaith Care:

Utitization of health-care services, such as office visits to
health-care providers, hospitalizations, surgical procedures, and
management of chronic conditions, can be unpredictable and
expensive throughout e and especially so in oid age. Almost alt
Americans aged 65 and older receive health insurance from the
Medicare program.®? While Medicare provides substantial financial
profection for older Americans who use health-care services,
beneficiaries are responsible for many costs. These expenses
include premiums and cost sharing, as well as the cost of services
that Medicare does nof cover, such as dental care.
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As Americans prepare for retirement, Medicare reduces, but does
not eliminate, uncertainty regarding out-of-pocket health-care
costs in ofd age. Simulations conducted by EBRI of health-care
spending (not including fong-term care expenses) demonstrate
this point: In order to have even a 50-percent chance of being able
to cover alf out-of-pocket health-care expenses in retirement, a
65-year-old man would need to accumulate $68,000 in savings,
and a 65-year-old woman would nieed fo amass $89,000.3% 3

Medicare’s trustees have identified significant long-range financial
chaflenges for the program that will need to be addressed with
legislation.™® While these challenges are beyond the scope of

this report, other BPC initiatives have recommended reforms to
payment and delivary systems, as well as beneficiary cost sharing,
in Medicare.™*

Long-Term Gare:

The financial chalienges of a very long fife or poor health can be
compounded by the higher likelihood of needing long-term services
and supports (LTSS} among the oldest Americans, especially those
over the age of 85.% Many individuals begin to have problems
with reguiar activities, such as bathing, dressing, cooking, and
managing medication, as they age. Although Americans who need
such assistance often rely upon the help of family members or
friends, many will eventually turn to paid assistance. (Additionally,
unpaid caregivers often sacrifice their awn earnings and retirement
savings in order to care for family members who need LTSS.)

While LTSS expenses can be extreme in some cases, the expected
out-of-pockst Kfetime LTSS spending for a 65-yaar-old varies

Figure 38. Some Individuals Are Especially at Risk of Qutliving Savings

Individuals projected to run short of money In retirement.
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preatly. The majority (63 percent) will spend nothing out of pocket
on LTSS for the rest of their fives, either because they will not need
this level of care or because they will receive services from other
sources, such as unpaid assistance from family and friends. A
small group (17 percent) will ultimately spend more than $100,000
of their own or family funds an services, with the rest spending
more than zero but less than $100,000.38 %2

EBRI's estimates show that out-of-pocket spending on LTSS is a
factor with great potential to drain the savings of those who are
otherwise prepared for retirement. For example, among Gen-Xers
who are not projected to have any LTSS spending, only 16 percent
will run short of money in retirement, while 50 percent of Gen-Xers
wha have 1TSS expenses wifl run short>®

Because the likelihood of nseding LTSS rises with age, and the
costs are not covered by Medicare, this is clearly a risk that should
be considered in the context of planning for retirement. BPC has a
separate Long-Term Care Inifiative, which released a set of policy
recommendations to improve LTSS financing in 2016.%* Because
of this, our commission did not make policy recommendations
regarding the financing of long-term care.

1t is sasy to get lost in all of these statistics and data seurees, but
the bottom fine is clear Americans face a diversity of risks that
threaten retirement security. Solutions are within reach for many
of these scenarios, but Americans and policymakers must pay
attention and act.
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